ne President’s Page 


—— 


jucational Services 


Developing 
fessional Accountants 


Laws Regulating 
tail Instalment Sales 


Actuarial Principles 
and Pension Plans 


aphics—A Means of 
ective Communication 


Regular Departments 


published monthly by 


he New York State Society 
of 
ified Public Accountants 


Single Copy 50 Cents 
One Year $5.00 





VOL. XXIX NO. 8 


THE NEW YORK 


ertified 


ublic 


ccountant 





the busier you are... 
the more you'll like 


LAWRENCE! 


... because saving your time 
is such an important 
ingredient of our service 


Most employment agencies do a lot of talking about 
their screening procedures. We don’t. Our careful 
screening plan speaks for itself... in results. 


Results for our clients because it saves them 
valuable time and produces the kind of 
high-type, competent personnel they want. 


Results for us because it is continually 
winning new clients and keeping old ones 
coming back year after year after year. 


May we have the opportunity to prove 
how smoothly it can work for you? 


And, of course, we are 


ACCOUNTANT-STAFFED 
—another advantage 
for you and your clients. 


esouuel serwice ageay : 


FOR OVER 15 YEARS, SERVING THE ACCOUNTANT 
AND HIS CLIENTS IN THE PLACEMENT OF PERSONNEL IN 
THE ACCOUNTING, BOOKKEEPING AND OFFICE PERSONNEL FIELDS 


Call Mr. Daniel Roberts at 
BRyant 9-3040 








Saar : 





e) 
Ey er | 





SAFE COMBINATION 


—any business and Meinhard. Why? Because 
our service is “‘old line’”’ factoring—not just 
accounts receivable financing. We buy re- 
ceivables without recourse for credit failure, 
handle all collections and bookkeeping. 
Several of your clients might appreciate your 
telling them how they can combine their 
production talent with Meinhard’s financial 
resources and credit know-how. Contact us 
for full information. 


meinhard 


& company inc. 
390 4th Ave., N.Y. 16 - OR 9-3380 


meinhard WESTERN INC. 
400 South Beverly Drive, Beverly Hills, California 


THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT AUGUST 1959 e@ 545 











no-carbon/required 


a — oe — Oo! 


WALY 


WEBCOR, INC. 


“NCR PAPER saves more than its cost 
every year, in every department. ’—wescor, inc, cicove. 


“Time is saved in every department through 
the advantages of NCR (No Corbon Re- 
quired) Poper. This repoys the yeorly cost 
of NCR Poper every six months. 

"The productivity of our clerical stoff is 
increased by the easier ond quicker forms 
handling mode possible with NCR Paper. We 
do not have to insert or remove carbons— 
nor collate originals and copies. NCR Poper 


ASK YOUR FORMS SUPPLIER ABOUT NCR PAPER 


ANOTHER PRODUCT OF 
THE NATIONAL CASH REGIS 


forms, originals and copies, ore picked up as 
o unit. And our employees favor the new 
poper becouse it is clean ond produces 
shorper, cleorer copies. 
“NCR Paper hes proved to be a highly 

profitable investment for us.” 

W.Q. SB 

H. R. letzter, 

Vice-President of Webcor, Inc. 





TER COMPANY, DAYTON 9, OHIO 


1,039 OFFICES IN 121 COUNTRIES @ 75 YEARS OF HELPING BUSINESS SAVE MONEY 


46 e 





“Leading producer of high fidelity tape recorders and fanograts* © 








‘WEBCOR, INC. 
saves time and money with 
these NCR Paper Forms: 


Project authorization Worehouse permit 
Printing work order 
Purchose price request 
Incident report 
Pockoge poss 
Meteriol received 
Moteriol returned 
Ports requisition 

Repair order 


Report of closed project 





Purchase order revision 


Credit memo 


Chorge request 
In-worronty report Shipping memo 
Warronty check request Delivery ticket 
Doto sheet Repoir report 


Chonge of moteriol clossificotion 














# TRADEMARK REG. U. 6. PAT 
ELIMINATES 
CARBON PAPER 


THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT AUGUST 1959 


Volu 


Mans 


BENJ 


Edito 


RICH: 
Ch 


Oscal 
ROBE 
ALBE 
GARL 
IRVING 
CaRL 


FREDI 
CP. 


Copyri 
York | 
Public 
editorig 
Avenue 
he n 
Publica 
Stated, 
Opinion 
articles 
tions b 




















THE NEW YORK 


CPA 





AUGUST 1959 
Volume XXIX No. 8 


Managing Editor 


BENJAMIN NEWMAN, CPA 


Editorial Board 


RicHarD §. HELSTEIN, CPA, 
Chairman 


Oscar S. GELLEIN, CPA 
Ropert C, KINGSTON, CPA 
ALBERT KRAUTER, CPA 
GARLAND C. OweNs, CPA 
IRVING SCHREIBER, CPA 
Cart J. Simon, CPA 


FREDERICK W. WULFING, 
CPA 


Copyright, 1959, b 

“ ght, D9, by The New 
Mee State Society of Certified 
ublic Accountants. Society and 
efitorial Offices: 355 Lexington 
Thou New York 17, N.Y. 
publi ess contained in this 
an unless otherwise 
- ved, are the statements and 
a 2 the authors of the 
" 5 are not . 
lions by the Society. aeiies 





CONTENTS 


The President’s Page 
THOMAS G. HIGGINS, CPA 


Developing Professional Accountants 
RAYMOND G. ANKERS, CPA 


New York Laws Regulating 
Retail Instalment Sales 


LOUIS GUROCK 


Actuarial Principles and Pension Plans 
(Second and Concluding Part) 


JOHN H. WILLIAMS, CPA 


Graphics—A Means of 
Effective Communication 
M. B. T. DAVIES, CPA 


DEPARTMENTS 


Accounting News and Trends 
CHARLES L. SAVAGE, CPA 


Letters to the Editor 


New York State Tax Forum 
SIDNEY BLUMENBERG, CPA 


Accounting at the SEC 
LOUIS H. RAPPAPORT, CPA 


Administration of a CPA Practice 
MAX BLOCK, CPA 


Payroll Tax Notes 
SAMUEL S. RESS 


Federal Taxation 

RICHARD S. HELSTEIN, CPA, AND THE 
COMMITTEE ON FEDERAL TAXATION, 
HERBERT M. MANDELL, CPA, CHAIRMAN 


578 


wn 
oo 
mn 


596 


600. 


604 








Accounting News And Trends 


A SURVEY ON AUDITING AND 
REPORTING PRACTICES 


The Professional Development Com- 
mittee of the Texas Society of CPAs 
recently published an analysis of the 
replies to a questionnaire on auditing 
procedures and concluded that there is 
a definite need for a continuing educa- 
tion program with emphasis on audit- 
ing procedures and generally accepted 
auditing standards (THE TExAs CPA, 
March 1959). About 1,000 CPAs, 
both single practitioners and firms, 
were sent the 85-question survey and 
replies were received from about half 
the group. Some of the firms did not 
answer all the questions because they 
did little or no general audit work but 
the committee received sufficient in- 
formation to set forth an authentic pic- 
ture of prevailing practices. These 
items may be of interest: 

1. The questions were so framed 
as to require a “yes” answer, and a 
“no” was interpreted as a departure 
from basically sound auditing proced- 
ures. In firms employing 5 or less 
about 11 percent of the questions 
were answered “no” while in the firms 
with more than 10 employees about 7 
percent of the replies were negative. 

2. Over half of CPAs replying used 
written audit programs on each en- 
gagement and about the same number 
sought representation letters from 
clients and legal counsel. Less than 
half the firms, however, felt a need for 





ACCOUNTING NEWS AND TRENDS is 
conducted by CHARLES L. SAVAGE, 
CPA. He is presently serving as a member 
of our Society’s Committee on Legislation. 
Dr. Savage is professor of accounting and 
chairman of the Business Administration 
Division of St. Francis College. 


representation letters covering corpo- 
rate minutes reviewed during their 
engagement. 

3. It is of interest to noite that 
slightly more than half of all CPAs 
replying did not consider it necessary 
to require their clients to record audit 
adjustments on the books before re- 
leasing the audit report. 

4. About 5 percent do not make 
their qualifications clear when their 
examination is not in accordance with 
generally accepted auditing standards, 
Several more stated that they did not 
disclose the effect on financial state- 
ments of their client’s failure to observe 
generally accepted accounting prin- 
ciples. 

5. Although internal control is 
recognized to be an important factor 
in any auditor’s examination, many 
of the replies indicated that working 
paper evidence could be improved with 
respect to the manner of the auditor's 
investigation and conclusions regard- 
ing internal control. 


6. Cash procedures showed the 
highest conformity to generally ac- 
cepted auditing practices. The main 
omission was the failure to obtain cut- 
off bank statements to perform follow- 
up work for a period subsequent to 
the balance sheet date. 

7. Only a relatively small percent- 
age of replying CPAs did not seek to 
obtain independent confirmation of 
outstanding receivables and practically 
all of them were active in testing 
physical inventories. Pricing and 
clerical accuracy appear to be covered 
regardless of the size of the inventory. 
Less attention seems to be given t0 
such important factors as the balance 
of inventories as related to sales tt 
quirements, to obsolescence and to 4 
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és for copies of “The Business Growth BUSINESS 
we Plan,” a 16-page booklet designed for coane tt 
main distribution to your clients. It de- oo 
cut: scribes in non-technical language 
llow- how factoring, a specialized form of 
it to commercial financing, provides five 
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cent- profitable business growth. 
*k to 
1 of 
cally 
sting For FREE copies, please address your request, specifying 
and the publication and the quantity desired, to: 
ered Mr. Walter M. Kelly, President 
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n 0 One Park Avenue 
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100 West 42nd St. 
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test of the client’s ability to realize his 
dollar investment in the inventory, 


SOME STATISTICS ON 
PROFESSIONAL PRACTICE 


A questionnaire was sent to the 724 
individual practitioners and firms rep. 
resented in the Illinois Society of 
CPAs to determine the number of 
persons employed in public accounting 
by members of the Society. The re- 
sults, based on a reply rate of 86 per- 
cent, are presented in the Society’s 
NEWSLETTER (February 1959). Some 
of the figures may be of interest to 
New York CPAs. 

Total employees. The 392 individ- 
ual practitioners replying reported 
some 1,195 employees, an average of 
a little over 3 employees for each prac- 
titioner. The 234 firms reported 3,602 
employees or about 15 for each firm. 

Professional employees of individ- 
uals. Over 40 percent of individual 
practitioners had no staff. About 35 
percent employed either one or two, 
and less than 3 percent employed six 
or more. 

Professional employees of firms. 
Over 50 percent of the firms involved 
two partners and most of these em- 
ployed between 2 and 5. This number 
of employees (2-5) was most popular 
and included about 45 percent of the 
firms. The 6-10 group included about 
19 percent, with the rest of the firms 
ranging from 0 employees (5%) to 
“76 and over” (3%). 


GET THE oak OFF! 








COMPTOMETER OPERATORS 


YOUR OFFICE OR OURS 
INVENTORIES « INVOICES » PAYROLLS 


Hotel Martinique 
RANSO eS | 32nd and Broadway, NYC 
Since 1918 Wisconsin 7-5838 
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HOTEL OPERATIONS AND 
BUSINESS TRENDS 


HotEL OPERATIONS IN 1958 and 
TRENDS IN THE HOTEL BUSINESS— 
1958, prepared respectively by the ac- 
counting firms of Horwath & Horwath 
and Harris, Kerr, Forster & Company 
again offer some of the most extensive 
accounting and statistical information 
available on a particular industry for 
general distribution. The former is a 
40-page booklet presenting operating 
ratios of 100 hotels located in 53 
cities while the latter’s 45 pages in- 
clude material on 400 hotels located 
in more than 200 cities and towns. 
Items of general interest include: 

1. Hotel operations were down 
slightly in 1958 from their level of the 
preceding year. National income re- 
corded a reduction of 1 percent from 
the 1957 level, while hotels showed a 
decrease of 1.5 percent. 

2. Hotel income per available room 
in 1958 of $5,209 was second only to 
1957 during the last twenty years. This 
compares with $1,806 in 1939 but in- 
flationary forces were an important 
factor in this increase. Thus, while 
sales and income for 1958 were about 
three times that of hotels twenty years 
ago, the purchasing power of the 1958 
dollar was reduced to 42 percent of the 
value of the 1939 dollar. Put another 
way, an item costing $1.00 in 1939 
would have cost $2.38 in 1958. 

3. Total operating costs and ex- 
penses per available room in 1958 
were just slightly below the high point 
reached in 1957, but real estate taxes 
and depreciation advanced for the 
eighth consecutive year and were 3.2 
percent greater in 1958 than in 1957. 

4, Since 1949 the greatest per- 
centage rise in an overhead expense 
has been recorded for advertising and 
business promotion and the 1958 cost 
reached a new high. Hotel manage- 
ments obviously have been increasing 
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the advertising budgets in efforts to 
stem the flow of business away from 
hotels. 

5. The “Trends” booklet has ex- 
panded its coverage to include 50 
motor hotels with results analyzed on 
the basis of the uniform system of ac- 
counts used for hotels generally. Sepa- 
rate tabulations are presented for 
motor hotels with restaurant opera- 
tions and for those which do not op- 
erate restaurants. These have been 
further segregated into two rate groups 
and two size classifications. The 50 
motor hotels are of the larger type, 
having many of the characteristics of 
metropolitan hotels. 


6. Total sales and income for 30 
motor hotels with restaurant operations 
were 1.5 percent lower in 1958 than 
in 1957 as a result of reductions in 
food and beverage sales which proved 
greater than the increase in room reve- 
nue. For 20 motor hotels without 
restaurants total income increased by 
1.7 percent. 


7. The rate per room per day in the 
motor hotels with restaurants increased 
to $9.11 in 1958 from $8.90 in 1957. 
In motor hotels without restaurants 
the comparable figures were $8.44 in 
1958 and $8.18 in 1957. 


LOCAL GOVERNMENTS 
AND CPA SERVICES 


To gather specific information on the 
current role of the independent public 
accountant in state and local gov- 
ernment accounting programs (over 
100,000 in the United States, each 
an operating entity in terms of audit 
requirements), the Committee on 
Local Government Accounting of the 
AICPA conducted a survey in the 
summer of 1958. Questionnaires were 
returned by state societies of CPAs 
representing 42 states, as well as by 
two territories. The report of the 
survey is entitled “The Role Of CPAs 


In Local Governmental Accounting” 
and its findings might be briefly sum. 
marized as follows: 


1. There has apparently been an 
increase—but not a pronounced one 
—in the use of independent account. 
ants by states, counties, municipalities, 
townships and school districts in re- 
cent years. However, this trend ob- 
viously needs to be accelerated which, 
in turn, means that the profession still 
has a major educational task to per- 
form in enlightening governmental 
officials on the advantages of placing 
greater reliance upon _ independent 
auditors. 


2. In the face of the general trend, 
there has been a decline in the use 
of independent accountants in a few 
states during the last five years. These 
cases deserve some study to determine 
the underlying reasons for the change. 


3. The work performed by inde- 
pendent accountants appears to be 
evenly divided between CPAs and 
non-CPAs—with most of the auditing 
at the state level being conducted by 
CPAs and more of the work in the 
smaller political subdivisions _ being 
handled by non-CPAs. Again, a fur- 
ther effort is required to promote 
recognition within government of the 
desirability of establishing _ higher 
standards of competence in this field. 


4. The survey disclosed one de 
plorable fact: competitive bidding is 
still a serious problem for the profes- 
sion. This practice is followed, a 
least in part, in nearly one half of 
the states. 


5. Most states do not require that 
their chief auditing official be a CPA— 
and only a handful voluntarily named 
a CPA to the office. More work needs 
to be done to underscore the point that 
in the field of professional accounting 
only CPAs have met an objective tes! 
of competence. 
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Letters to the Editor 


ACCOUNTANTS AND 
ECONOMIC PROBLEMS 


A few years ago the Journal of 
Accountancy added to its regular 
monthly features a section devoted to 
the subject of economics. This was a 
forward-looking move and it consti- 
tuted an acknowledgment of the fact 
that economics has a definite place 
in the literature and toncern of ac- 
countants. 

Accounting schools and schools of 
business administration curricula in- 
clude courses in economics. In the 
practice of accountancy, a reasonable 
knowledge of economics is necessary 
for these reasons: 


1. As advisors to business owners 
and managers, accountants can utilize 
such knowledge to enhance their ability 
to participate in and contribute to de- 
liberations which require an under- 
standing of economic principles and 
their current functioning. 


2. As a profession, our societies 
occasionally appear, through represen- 
tatives, at legislative hearings on tax 
and other bills, to express their views. 
Sound views require an understanding 
of the principles of economics. So- 
ciety members cannot participate con- 
structively in the reaching of decisions 
on such matters unless they are quali- 
fied to do so. 

The following are major phases of 
the broad field of economics as to 
which accountants should be reason- 
ably well informed, and should under- 
stand their implications for the well- 
being of our business enterprises and 
of our citizenry, as a whole. 

Inflation—public and private influences 
and controls. 

Business recession cycles. 

Maintaining full employment — minimum 
wages. 


Economic and social effects of increasing 
automation and of other labor-saving meas. 
ures. 

Population increase and resultant job re- 
quirements. 

Increasing governmental revenue needs, 

Effect of continuous increases in wages, 
fringe benefits and other labor union de. 
mands on business. 

The impact of oligopolies on our econ- 
omy. 

Increasing assumptions by governments of 
welfare obligations. 

Foreign trade and competition. 

Economic problems and effects of the 
“cold war.” 

State societies should consider the 
inclusion of the subject of economics 
in their educational programs. It 
would help stimulate interest and ac- 
tivity and would be informative as 
well. 

Accountants have a real responsi- 
bility in helping our government meet 
the problems it faces in connection 
with its ideological and economic con- 
flict with the communist bloc of coun- 
tries. These problems, though political 
and psychological, have a_ basis in 
economics and their solution also has 
major economic implications. Our 
country’s affluence places it in a posi- 
tion where it is called on continuously 
by poor nations for vital aid. Com- 
plying with these requests creates eco- 
nomic problems. We also face the 
danger that our growing affluence may 
possibly be checked by the increasing 
competition from the industrialized 
West European countries, particularly 
the European common-market group 
of countries. Finally, the economic 
competition of Russian and China, in 
which product costs are of little con- 
cern and politics are a consideration, 
is a matter of grave concern to govern 
ment and to business. ; 

Where do accountants fit into this 
area of economic and political tur 
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moil? Well, first we must be able to 
constructively translate the situation 
to our clients so that they may be able 
io understand and to contend with the 
economic pressures. Secondly, we 
must do our duty as citizens, and as 
members of one of the leadership 
goups in our society, to give to our 
government whatever aid and counsel 
we can in the solution of these prob- 
lems. Some of us are already filling 
important governmental posts, aiding 
federal and other governments. Our 
professional societies occasionally 
make representations to legislative and 
administrative agencies on matters 
that directly or indirectly have an 
economic basis. Individually, we can 
write to legislators and government 
administrators and offer, in a con- 
structive and helpful spirit, ideas and 
suggestions. 
Max BLock, CPA 
(Anchin, Block & Anchin) 
New York, N. Y. 


HOW TO DEVELOP 
AN ACCOUNTING PRACTICE 


The best advice for the neophyte 
seeking to develop an accounting prac- 
tice is to take the time to stop, think 
and look toward the future. While 
you are young, don’t bury your head 
in the sand plugging away to make 
every dollar you can get. The time 
which you spend to develop a good 
practice may be more valuable to you 
in the future than the few dollars you 
may make today by burying yourself 
In too much nonprofessional work. 

As professionals, we must become 
public figures acquainted with every- 
thing and everybody. Through partici- 
pation in social and civic activities, 
cultivation of family and friends, and 
association with attorneys and business 
brokers, this progress can be achieved. 
You can assist your clients to estab- 
lish credit through your connections 
with banks and other credit grantors. 
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It may be very helpful if you can bring 
your clients together for mutual bene- 
fits. Speak and write at every oppor- 
tunity. 

We often fail to see and take ad- 
vantage of our opportunities. You 
will grow through the recommenda- 
tions of satisfied clients. Their con- 
fidence can be secured by meticulous- 
ness and attention to detail. Analyze 
the client’s operation, telephone him 
periodically, and spend time with him 
in an intelligent and productive dis- 
cussion of his problems. Maintain 
high standards and never sacrifice 
quality. The Small Business Adminis- 
tration has some excellent and in- 
formative releases which can be par- 
ticularly useful to your clients and to 
your practice. Make the client in- 
tensely aware of his responsibilities in 
tax matters by discussing with him 
new tax laws and provisions, such as 
the increase in payroll taxes, decreases 
in excise taxes, etc. Review very care- 
fully the new provisions regarding the 
election of a corporation to be taxed 
as a partnership. Show the client you 
are on your toes. 

Review the client’s insurance cover- 
age, especially with reference to the 
co-insurance features. Work closely 
with the client’s insurance broker. 

In these days of rising costs, rather 
inflexible sales prices, and slumping 
unit sales, you should try to offer your 
client new and expanded services. For 
instance, can he use cost accounting, 
improved inventory control, budget 
planning and control, distribution cost 
analysis, standard costs, changes in 
his accounting system, management 
advisory services, development of new 
products and new merchandise tech- 
niques. Try to reduce his office costs 
and operations. Recommend new 
office equipment where needed. 

The opportunities for gaining good- 
will and prestige are endless. Help 
him to secure credit, increase his bor- 


rowing capacity, secure lower interes 
costs. Suggest modernizing and jp. 
creasing his productive capacity to in. 
crease his net income (accelerated de. 
preciation will help). Keep abreast of 
every new technique discovered to 
solve the client’s problems. 


Never forget your professional 
standing. Radiate confidence. Be a 
diplomat. Don’t keep your office under 
your hat. Always act selfassured, es- 
pecially in the client’s office. Maintain 
an attractive and efficient office, attend 
to your mail, keep good files, use 
prestige stationery, and be sure to an- 
swer your phone calls. 


For your own sake, become an ac- 
tive member of the New York State 
Society of CPAs and the AICPA. 
Read the professional literature, such 
as the J of A, the NYCPA, the IRB, 
tax magazines, and don’t neglect the 
newspapers and the business maga- 
zines. It is the responsibility of the 
professional to have a broad business 
knowledge and an inquiring mind 
throughout his career. While you are 
still young, continue your education— 
go for your masters degree, take other 
special courses, attend the technical 
sessions of your CPA Society. 


Establish a routine which will give 
you time for work, research, play, and 
still allow for the development of your 
practice. Remember to keep your 
sense of humor and humanity. Prac- 
tice what you preach with your own 
organization. Build solidly and you 
will have quality rather than quantity. 

The opportunities of the accountant 
to help his clients to increase their 
profits, and to justify higher incomes 
for himself and his staff, are far from 
fully realized. That is your challenge. 
Go to it. 


PuiLip WOoLITZER, CPA 
(Long Island University) 
Brooklyn, N. Y. 
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FINANCING 











accounts For Manufacturers & Wholesalers 
. Financed 
$ 
0 rdefyanced Simple financing arrangements for 
. dditional working capital — for 
achinery a 9g aL. ~ 
= Loans merchandise — past due bills — 5 i Pe 
@ Merchandise payrolls and production costs, etc. : 


financed | funds $5,000 to $500,000. . . . = 
Write , 


Phone QRegon 4-1200 for FREE booklet P 
MAI E STIC y Learn How to Obtain 
Financing Conveniently 
eV AMIS — cone and Inexpensively 
The Company that Builds Business 
175 5th Ave., at 23rd St., Flatiron Bldg., N. Y. 10, N.Y. 














“Management Aids” bulletins available upon request 








ACCOUNTS RECEIVABLE PAYROLL SALES ANALYSIS 


FIRST IN PUNCHED TAPE PROCESSING 


Integrated 
Data 


Processing 


New York Office, 215 East 37th St., New York 16, 
OXford 7-7763 





General Ledger Accounting 
Including Printed Financial Statements 
$5 plus 21/2¢ per Item 
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MR. ACCOUNTANT! 





PRI 


You don’t have to be a space engineer to know 
how to get your client’s business into orbit 


HERE’S HOW THE MEADOW BROOK “TWO-STAGE ROCKET PLAN” WORK 





Without outside financing and by using his own capital a 
the first stage, you know that your client is able to get his 
business off the ground at least to where he can realize a proft. 
However, if you advise your client to take advantage of our 
second stage (a Meadow Brook revolving credit plan) you 
will see how he can really get his business into orbit. 











MR. “MEADOW BROOK” 


FOR FURTHER INFORMATION CALL MR. HENRY DENGEL 
IVanhoe 1-9000 — West Hempstead, N. Y. 








MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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Our Society’s 
Educational Services 


Last month in this page we considered some of the 
reasons why continuing education should be an integral 
part of the day-to-day life of the practicing accountant. 
This month it seems fitting to develop this thought fur- 
ther by considering the educational facilities of our 
Society and how members should avail themselves of 
them. 

The majority of our members are either with rela- 
tively small accounting firms or are individual practi- 
tioners. For most of them it is impractical to have any 
comprehensive internal educational program. They, 
therefore, must look to the cooperative programs of the 
State Society or the American Institute of CPAs or both. 

A good educational take-off point for any member 
of our Society is our monthly magazine, now recognized 
as one of the leading publications in the field of account- 
ing. A great deal of talent and thought is invested in 
any issue of the magazine. This seems very clear when 
we consider the time devoted to it by all the individuals 
who play their respective parts—the managing editor, 
the members of the editorial board, the authors of the 
technical articles, the individuals who are responsible 
for the various departments and all the others. A care- 
ful reading of this magazine is a “must” for every 
member. 

Then there are the meetings of the Society which, in 
themselves, are highly educational. They fall under 
three broad headings. First of all, are the general meet- 
ings. There are usually five of them each year. At these 
sessions we may expect to hear a well-informed speaker 
discuss some broad accounting, business or economic pro- 
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blem. Next are the technical meetings. Last year there were 
twenty five of them. The topics included federal and other taxes, 
management advisory services, estate planning, and a whole var- 
iety of technical problems relating to accounting and auditing 
subjects. Four of the technical sessions were devoted to an ac- 
counting machinery seminar. Under the third heading comes the 
annual conference which is held each June. Technical sessions 
are held on three successive forenoons during the conference. 

In addition to meetings run directly by the State Society, 
there are American Institute-sponsored programs. Recent exam- 
ples are the courses on Report Writing, Accountants’ Liability 
and Administration of Tax Practice. Last winter a trial seminar, 
under Institute sponsorship, was held on Accountants Fees with 
some 24 participants. A similar seminar for the benefit of 
upstate members was held during the June conference. 

Committee service is another means of furthering the edu- 
cational process. The Society has 70 committees with some 900 
committee members. The interchange of ideas through discus- 
sion with other committee members is unusually beneficial. Quite 
frequently the work of committees culminates in papers for 
technical meetings, special reports, or articles for the Society's 
magazine. 

Another educational service is the Society’s question-and- 
answer service. Technical inquiries addressed to the Director 
of Technical Services are either answered by him or referred 
to an appropriate committee for study and early action. 

Many of our members are also members of the American 
Institute. More should join so that their horizons may be broad- 
ened. The additional educational facilities available through 
the Institute are very considerable indeed. 

If we take all of the above facilities and add to them the 
corresponding facilities available in the various chapters, we 
find a very considerable pool of educational opportunities avail- 
able to members. The member who wants to advance his knowl- 
edge and understanding has almost unlimited opportunities to 
do so. We should remember, however, that the Society or the 
American Institute can only go so far. In the last analysis, 
the responsibility for professional development rests with the 
individual. Each practicing accountant should have a definite 
program for self-improvement and should adhere to it. Such a 
program requires self-discipline. It requires the setting aside 
of a specified time for educational pursuits. The financial 
rewards from such a plan should be considerable. Much more 
important, however, will be the personal satisfaction which 
comes from improved competence and service. 

THOMAS G. HIGGINS, 
President 
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Developing 


Professional Accountants 


By RAYMOND G. ANKERS, CPA 


The rapid growth of the accounting profession emphasizes the 
need to consider seriously its education standards, recruitment 
practices and development programs, and to evaluate them in 
relation to future needs. Only by improving the quality of 
those entering the profession and extending the scope of con- 
tinuing education will CPAs be able to meet their responsi- 
bilities and raise the standards and stature of their profession. 


Tue development of professional ac- 
countants is perhaps one of the most 
vital problems facing our profession 
today. It is a problem which has a 
direct bearing on the economics of 
every accounting practice, and this is 
true even for those who are not at the 
present time conducting a practice 
with the aid of a professional staff. 

The future of our profession de- 
pends upon the caliber of the people 
who are in it and upon the people 
who are entering it. Because of its 
rapid growth and the expansion of its 
services, the profession requires a 
steady and substantial influx of capable 
young people. Furthermore, the climate 





RAYMOND G. ANKERS, CPA, formerly 
vice president and secretary of our So- 
ciety, is presently a member of Council of 
the AICPA. Mr. Ankers is personnel man- 
ager for Lybrand, Ross Bros. & Mont- 
gomery, Certified Public Accountants. This 
article has been adapted by the author 
from a paper presented by him at the 


April 15, 1959 general meeting of our 
Society. 


in public accounting should be such 
that good students are attracted to our 
profession and that good men pres- 
ently in the profession are encouraged 
to remain in it rather than using the 
experience they receive in public ac- 
counting as a stepping stone to posi- 
tions in other fields. 

There are certain aspects of develop- 
ing professional accountants that can 
be handled best by our professional 
organizations and there are others 
that can be dealt with most effectively 
by practitioners. First, let us review 
briefly some of the matters which come 
within the province of our professional 
organizations and later consider the 
practitioner’s part in this effort. 

Here are some of the matters in 
which our professional organizations 
take leadership: (1) preparing and 
directing programs aimed at interest- 
ing more capable people to choose 
public accounting as a career, (2) 
maintaining adequate standards of ed- 
ucation and experience for admiSsion 
into the profession, (3) sponsoring 
and directing continuing education 
programs for those in the profession. 
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Our professional organizations have 
been acutely aware of their responsi- 
bilities in these areas. They have real- 
ized for a long time that we are not 
getting our share of the better college 
students. The reason we are not doing 
so is probably quite obvious. The 
majority of the better high school stu- 
dents seem to be guided towards ca- 
reers in medicine, law, or engineering. 
Of those who enter business schools 
the glamour of advertising, marketing 
and management seems to prevail over 
accounting. Our problem here seems 
to stem from the fact that even now 
a substantial portion of the public has 
little conception of what a career in 
public accounting would be like or of 
the opportunities it presents. 

In order to alleviate this problem 
the American Institute of Certified 
Public Accountants initiated several 
projects during the past fifteen years 
directed to college-age and pre-col- 
lege-age students to encourage them 
to consider public accounting as a 
career, pointing out the breadth and 
depth of our work, its social and eco- 
nomic implications, the challenge it 
presents, and its satisfactions. 


THE TESTING PROGRAM 


The first major project was the de- 
velopment of a testing program to aid 
college students in determining their 
fitness for public accounting. Four 
tests were devised—an Interest Test, 
an Orientation or Aptitude Test, and 
Achievement Tests, Level I and Level 
II. This testing program has been used 
by several hundred schools throughout 
the country and in Canada. The test 
scores which are based on national 
norms aid college professors in career 
guidance, and prospective employers 
in evaluating graduating seniors. An 
additional value beyond the basic pur- 
pose of the tests was the fact that our 
need for competent and well educated 
people was made known to those in 
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nonaccounting circles, as a result of 
the publicity the program received, 
Our needs were not even as well un- 
derstood at the time this testing pro- 
gram was started as it is today. 

A few years ago an aptitude test was 
prepared for use at the high school 
level in an endeavor to guide qualified 
students into enrolling in an account- 
ing curriculum. Unfortunately, these 
tests have not had as wide a distribu- 
tion as hoped for. Probably the rea- 
son for this is that most high schools 
are committed by custom to giving a 
series of objective tests, starting at 
the tenth grade or below, and they are 
not disposed to devote further time to 
testing for a particular field of en- 
deavor. 


A BROAD RECRUITMENT PROGRAM 


About five years ago our national 
organization sponsored a broad re- 
cruitment program. This program in- 
cluded the production of a career film 
“Accounting the Language of Busi- 
ness” and a career brochure, “Ac- 
counting May be the Right Field for 
You.” Through the cooperation of the 
State societies, the career film has been 
shown thousands of times in_ high 
schools and colleges. It has also had 
a large number of showings on tele- 
vision with an audience estimated in 
astronomical figures. Because of the 
number of times it has been shown 
the demand for the film lessened dur- 
ing the past year. It is interesting to 
note that in April, 1958, the Council 
of the Institute appropriated a sum 
of $60,000 for the production of a 
new motion picture to replace the 
present one. It is expected that this 
film, which will be a documentary, will 
be ready for release early in 1960. 


EDUCATIONAL STANDARDS 


Maintaining adequate educational 
standards for admission to the profes- 
sion is a primary function of our pro 
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fessional organizations. Our educa- 
tional standards will, in large measure, 
determine the quality of the talent we 
will have for development, and the ex- 
tent to which we can develop begin- 
ners will correlate closely with the 
quality of the beginners. 

The report of the Commission on 
Standards of Education and Experi- 
ence for Certified Public Accountants 
recommends higher educational stand- 
ards. The Commission is an inde- 
pendent body composed of leaders in 
the accounting profession and in the 
teaching profession. The report was 
the result of a study which took sev- 
eral years to complete. Among other 
things, the report suggests that an ed- 
ucational background comparable to 
that now required by New York State 
is a minimum standard and recom- 
mends that over a period of time the 
minimum be increased to include at 
least one year of postgraduate study. 

New York has met this minimum 
standard since January 1, 1938. It 
was the first state to require a bac- 
calaureate degree as a prerequisite for 
taking the CPA examination and only 
a few other states now have as high 
standards. However, the fact that 
New York State has previously taken 
the leadership in increasing educa- 
tional standards may suggest that our 
Society should give serious considera- 
tion to sponsoring higher standards in 
the near future. 


CONTINUING EDUCATION 


Now let us consider the subject of 
continuing education. That term in its 
broadest sense includes all technical 
information and training made avail- 
able to members of the profession 
after completion of formal college 
Programs. In that context, our profes- 
sional organizations have provided a 
wealth of training for their members. 
Some of the items which might be so 
classified are the professional maga- 


zines, the case studies, the research 
bulletins and the excellent technical 
sessions provided by our own State 
Society and other societies. 

Although this type of training is 
good, there seems to be a latent de- 
mand for a much more ambitious and 
comprehensive educational program 
for all members of the profession than 
we now have. Last year the Council 
of the Institute authorized a study 
to lay the groundwork for a broad 
continuing education program which 
will aid the experienced practitioner 
as well as the young staff mem- 
bers. In the Council’s considera- 
tions of this matter it was pointed out 
that many practicing certified public 
accountants have had inadequate train- 
ing in some phases of practice; that 
very few local accounting firms can 
provide adequate training programs 
for beginners; and that the increasing 
demands for services by CPAs in new 
fields such as management services, 
estate planning, and audits of special- 
ized industries, suggest that unless fa- 
cilities are provided for instruction in 
these areas, it is quite possible that 
great opportunities may be missed. 

It was also pointed out that studies 
made by the Institute’s staff show that 
the legal profession, the medical pro- 
fession, engineering, insurance, bank- 
ing, credit men and the American 
Management Association have elabo- 
rate programs of adult education for 
members of their group. These pro- 
grams offer a variety of choices to 
their members, including home study 
courses, one-day institutes, courses re- 
quiring one evening a week over a pe- 
riod of weeks, formal lecture courses, 
seminar type courses, organized post- 
graduate programs ranging from one 
day to several months in duration 
which are conducted on college cam- 
puses, two-week summer sessions on 
University campuses, seminar sessions 
of several days, larger group meetings 
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of one or two days and long residence 
courses at national centers. This study 
also mentions that almost all of these 
special programs are self-supporting. 
Fees are charged which recover all 
costs. 

Probably it will take some time for 
completion of our study which is now 
under way, but the foundation has 
been laid. In the meantime, three 
courses have ben developed, one in 
report writing, one in accountant’s le- 
gal responsibility and another in tax 
practice. Our Society recently an- 
nounced the offer to give the report 
writing course to a limited number of 
our members. The announcement re- 
sulted in an oversubscription for the 
course. The year before when this 
course was offered, the response indi- 
cated a considerable amount of dis- 
interest in the course. Possibly our 
recent experience indicates an increas- 
ing interest in continuing education 
programs. 


SELF DEVELOPMENT 


In considering the practitioner’s role 
in developing professional account- 
ants, I would like to discuss first the 
self-development aspects which apply 
to all practitioners whether partners, 
individual practitioners or staff mem- 
bers, and then to comment upon the 
responsibility of the employing prac- 
titioners in developing staff. 

Of course, we all espouse the idea 
of self development, but since we are 
all busy people it is indeed difficult to 
find the time to carry out this idea. 
In this connection, the following quo- 
tation from the AICPA’s Bulletin 1, 
of the Economics of Accounting Prac- 
tice series on the subject of “Incomes 
of Practicing Certified Public Account- 
ants,” is of interest: “ . a practi- 
tioner may not truly be ‘keeping even’ 
with the rest of the world if he com- 
monly works 50 or more hours a week 
on billable engagements to produce an- 


nual income comparable to that of 
his contemporaries. Without giving 
sufficient attention to the other activi. 
ties necessary for professional suc. 
cess, his future growth may be re. 
tarded.” 

It is essential for CPAs to pro- 
vide time for self development. CPAs 
must keep up-to-date on matters af. 
fecting their work and their profes- 
sion. One young CPA who started a 
practice about three years ago in one 
of our suburbs and is doing excep- 
tionally well, ran into the “lack of 
time” problem. He solved it by setting 
aside the hour between 8 and 9 o’clock 
each morning to review tax services, 
and read or scan THE JOURNAL oF 
ACCOUNTANCY, THE NEW York Cer- 
TIFIED PUBLIC ACCOUNTANT, and re- 
leases from professional organizations. 
He has no set schedule as to what he 
will read each day, but he is con- 
scientious in devoting that hour daily 
to “keeping current.” 

But “keeping current” on matters 
directly affecting our work or our pro- 
fession is not enough. We must also 
keep well informed concerning politi- 
cal, economic, and business conditions 
on local, national and _ international 
levels. 

Then again, how many of us know 
only the financial side of our clients’ 
affairs? Should we not also make it 
a point to have an intimate knowl 
edge of their operations, products, and 
general business problems if we art 
to be of greatest service? 

Do we set aside enough time to 
take an active part in community and 
civic affairs as well as in professional 
activities? Those who do, not only 
enhance their own prestige but also 
that of the profession. And it is im 
portant that in whatever we under- 
take or do, we have respect for out 
selves and for our work. It will als 
be desirable to cultivate a judicial ap- 
proach to all problems. Objectivity 
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is at the core of our profession. 
Self development has many aspects. 
I have mentioned only a few of them. 


RESPONSIBILITY FOR 
DEVELOPING STAFF 


But now let us consider the respon- 
sibility of the employing practitioner 
for developing staff. Relative to this, 
the following is quoted from a very fine 
article which appeared in the March 
1959 issue of the Journal of Account- 
ancy. The title of this article is “Re- 
cruitment, Selection, and Training” 
and the author is our Vice-President, 
Mr. Samuel J. Duboff. “Each firm 
has a responsibility for the profes- 
sional development of every qualified 
person on its staff so that, if for 
one reason or another he does not re- 
main with his firm, he will be able 
to handle himself elsewhere in a man- 
ner which is a credit to the firm and 
the profession.” 

The way firms carry out this re- 
sponsibility differs materially, depend- 
ing on the size of their staffs and their 
objectives. Most of the larger firms 
and many of the smaller ones have 
well organized training programs for 
beginners and some of them also pro- 
vide advance courses for more ex- 
perienced staff members. 

Programs for beginners in some 
cases include classroom training as 
well as on-the-job training. For ex- 
ample, at L. R. B. & M., our training 
program for beginners includes six 
weeks of classroom training. Our 
training school is held on a college 
campus in New Jersey and is attended 
by beginners from our various offices. 
The instructional staff is composed of 
partners and staff members. The first 
four weeks of training, referred to as 
our Elementary Course, is given each 
summer for beginners who came with 
us during the year. Most of the be- 
ginners are inexperienced June gradu- 
ates; the others may have had up to a 


year’s experience. The Advanced 
Course of two weeks’ duration is given 
the following summer to those who at- 
tended the Elementary Course the pre- 
vious summer. 

Unquestionably, classroom training 
of this kind facilitates the progress of 
beginners and makes them _ better 
representatives of their firms. How- 
ever, a definite on-the-job training pro- 
gram is even more important. We can 
safely assume that firms providing 
classroom training also have well-de- 
fined on-the-job training practices. On- 
the-job training, which provides for 
rotation of assignments and instruction 
while carrying out assignments, is 
equally applicable to small and large 
firms. To be effective such a program 
must be formalized so that staff mem- 
bers clearly understand what is ex- 
pected of them in giving or receiving 
training. Planned on-the-job training 
should result in more rapid advance- 
ment of staff members. 

Probably it is only natural that when 
staff training is being considered we 
think first of training for beginners. 
©f course it is equally important to 
provide training for staff members at 
all levels. A number of firms either 
conduct their own training programs 
in specialized fields of accounting, in 
taxes, in SEC matters, management 
services, etc., for their experienced 
staff members or pay the cost of en- 
rolling them in college courses or 
seminars conducted by professional 
organizations and others. 

Staff training represents a substan- 
tial investment. The value of this 
investment to an employer may be 
negligible unless staff training is 
only one part of a good over-all per- 
sonnel policy. A good personnel 
policy should include (1) careful se- 
lection of beginners, (2) the practice 
of making advancements from within, 
and (3) doing those things which 
create a climate that encourages the 
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retention oi staff members. 


SELECTION OF BEGINNERS 


Careful selection of beginners is the 
crux of every good personnel policy 
and, as we know, it is not easy to 
obtain well-qualified applicants. Al- 
though there is no shortage in the 
number of students graduating with 
accounting degrees from which to 
make a selection, there is a definite 
shortage in quality. This shortage of 
quality is neither new nor peculiar to 
our profession. Its effect on us has 
been to create keen competition among 
public accounting firms and business 
organizations for these well-qualified 
applicants. As a result, such appli- 
cants receive several employment 
offers and, in the last analysis, it is 
they rather than the employer who 
make the selection. 

I am convinced that these top can- 
didates do not select employers solely 
on the basis of compensation. They 
make an objective study of what each 
employer has to offer and they en- 
deavor to appraise their long-range 
prospects with the various employers. 
Training programs, advancement pos- 
sibilities, the kind of people they will 
be working with, the diversification of 
their duties, the amount of travel in- 
volved and geographical location enter 
into their employment decisions. On 
the other hand, compensation un- 
questionably does have an important 
bearing on their decisions when these 
other factors are fairly comparable. 
Unfortunately, public accounting in 
past years has lost many capable stu- 
dents to industry, because of a wide 
disparity in salaries. However, it is 
gratifying to note that the disparity 
is not as great today. 

Since professional competence and 
the quality of services rendered by 
firms are closely tied in with the cali- 
ber of their staffs, the importance of 
selection becomes readily understand- 


able and an investment in talent takes 
on clearer meaning. The best source 
for this talent is the colleges. The na- 
tional firms which require a large num- 
ber of beginners each year send repre- 
sentatives to many colleges for re. 
cruitment purposes. These representa- 
tives interview hundreds of applicants 
and invite the promising ones to visit 
their offices, at their firm’s expense, 
for second interviews. Smaller firms 
which employ only a few men each 
year would, of course, not find it 
necessary to have such an intensive 
recruitment program. However, they 
should not overlook the possibility of 
interviewing at a few colleges each 
year. In this connection, I would like 
to quote again from Mr. Duboft’s 
article. 

Many practitioners believe that recruit- 
ment of outstanding men from the colleges 
is an area in which they cannot compete 
with the large firms and I think that they 
are losing, by default, opportunities to ob- 
tain excellent employees. I have interviewed 
a number of candidates who indicated that 
they preferred a smaller firm but that the 
smaller firms were not recruiting on the 
campus. There are many firms, not na 
tional in scope, which can compete quite 
favorably with the larger firms. The ques- 
tion is not one of size or starting pay 
only, but rather one of furnishing an en- 
vironment which challenges a man, meets 
his needs and expectations and enables him 
to become a fine professional accountant. 


You will note that Mr. Duboff te 
ferred to “furnishing an environment’ 
and that earlier in this article, I re- 
ferred to “creating a climate.” What 
do we mean by these terms and how 
does one create a favorable climate of 
furnish an environment? Bulletin 4 
of the Economics of Accounting Prac- 
tice series provides a good answer. 
This bulletin is on the subject of 
“Getting and Keeping Good Staff Ac 
countants” and to gain background it- 
formation for this study a survey was 
conducted. Twenty-five firms, both 
large and small, located in cities d 
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varying sizes in different parts of the 
country, were interviewed. The results 
are summarized and_ conclusions 
drawn. The bulletin emphasizes that 
the survey is in no sense a Statistical 
study but that the practices presented 
seem to be indicative of the conditions 
prevalent within the profession. 

The following quotation from Bul- 
letin 4 seems to answer the questions 
concerning “climate” and “environ- 
ment.” 

One of the urgent problems of the pro- 
fession is to attract talented young men to 
its ranks and to retain them when they 
have gained experience. The approaches of 
those firms which have been most success- 
ful in meeting this problem appear to have 
these elements in common: 

1. Personal concern for and attention to 
the staff by the top partners and acceptance 
of responsibility for helping young ac- 
countants to develop. 

2. An understanding of the competitive 
salary market for college graduates, and a 
willingness to meet it by subsidizing de- 
sirable young men for a year or so. 

3. A systematic program of recruiting, 
selecting and training. 

4, Tangible and intangible recognition of 
the individual staff member’s work; respect 
for his personal dignity; treatment of him 
as a professional even though he may be a 
beginner. 

5. Planned efforts to provide opportunity 
for staff members to learn, advance and 
grow. 

6. A planned program for making other 
things beside salaries (fringe benefits, work- 
ing conditions, etc.) reasonably competitive 
with what others offer outstanding young 
men. 

7. Aggressive efforts to sell what the 
practice has to offer, whether the firm is 


large or small—successful small practices 
have shown that they can compete effec- 
tively in the manpower market. 


CONCLUSION 


In concluding this article, I would 
like to make a few general observa- 
tions. Those who have been in public 
accounting for twenty-five or thirty 
years will recall that even in the early 
thirties there was some question in 
the minds of CPAs, themselves, con- 
cerning their professional status. We 
thought and hoped we were in a pro- 
fession. Some of the accounting liter- 
ature referred to accounting as a pro- 
fession but certainly there was little 
general acceptance of the CPA as a 
professional man. We have come far 
in a relatively short time. There is no 
such question in the minds of CPAs 
today. 

The profession has grown rapidly 
in size and public acceptance, and it 
has grown soundly due to the develop- 
ment of its members. There is now 
every indication of continued growth 
at a rapid pace, and it is this that em- 
phasizes the need for us to consider 
seriously our education standards, re- 
cruitment practices and development 
programs, and evaluate them in rela- 
tion to our future needs. Only by im- 
proving the quality of those entering 
the profession and extending the scope 
of continuing education for those now 
practicing public accounting, will we 
be able to meet our responsibilities 
and raise the standards and stature of 
our profession. 


DEVELOPING PROFESSIONAL ACCOUNTANTS @ 567 








New York Laws Regulating 
Retail Instalment Sales 


By Louis GUROCK 


Recently enacted legislation relating to retail instalment sales 
agreements contain provisions governing disclosures to the 
buyer, establishment of maximum service charges, refunds of 
charges and other requirements of interest to CPAs whose 


clients are affected by this legislation. 


The technical pro- 


visions of the laws are clarified by the author who also 
considers some of the experiences of the State Banking 
Department in connection with their enforcement. 


Tue tremendous increase in retail 
instalment sales in the past few years 
concurrently generated a multitude of 
abuses which affected such a large seg- 
ment of the people that the State Leg- 
islature felt compelled to enact regula- 
tory statutes to protect the consumers’ 
welfare. 


The New York 1956 Legislature 
enacted the Motor Vehicle Retail In- 
stalment Sales Act! which became 
effective October 1, 1956. The li- 
censing of sales finance companies 
became operative as of January 1, 
1957 by an amendment to the Banking 
Law entitled Article XI-B. There- 
after, the 1957 legislative session en- 
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acted the Retail Instalment Sales Act’ 
which became effective October 1, 
1957. Since the original enactment of 
these laws various amendments thereto 
were effected stemming mostly from 
administrative experience in connec: 
tion therewith. 

Although a completely detailed an- 
alysis in this article of each of the 
aforementioned laws is not feasible, 
evertheless, the treatment which has 
been here attempted will endeavor to 
bring out the important highlights of 
this progressive legislation. 


THE SALES FINANCE 
COMPANIES ACT 


With the enactment of Article XI3 
of the Banking Law, sales finance com- 
panies and retail motor vehicle dealers 
who hold $15,000 or more of retail 
instalment contracts acquired from tt 
tail buyers, are required to obtain 4 
license from the Superintendent o 
Banks in order to engage in the bust 
ness of a sales finance company 1 
this State. These licenses expire 0 
December 31 of the year in which the) 
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are issued.* For 1959, as of April 30, 
the Banking Department issued 403 
licenses to sales finance companies, 65 
of them motor vehicle dealers. 


ISSUANCE AND REVOCATION 
OF LICENSE 


The license fee for each calendar 
year, or part thereof, is $100 for each 
place of business. An investigation 
fee of $50 is required to be paid at 
the time of filing an original applica- 
tion for license or upon the application 
subsequent to denial of application, re- 
vocation, suspension or surrender of a 
license. The application requires the 
applicant to submit detailed informa- 
tion about the nature and composition 
of the company and, if a corporation, 
the important individuals (directors, 
officers and major stockholders) of 
which it is composed. The Superin- 
tendent has ninety days to approve or 
deny the application for license. In 
addition to other specified reasons, re- 
cent legislative action® presently au- 
thorizes the Superintendent to deny 
the issuance of a license if he finds 
“that the experience, character and 
general fitness of the applicant are not 
such as to command the confidence of 
the community and to warrant tlie be- 
lief that the business will be conducted 
honestly and fairly.” 

After a license has been issued, pro- 
ceedings to revoke or suspend same 
may be instituted by the Superintend- 
ent if he shall find that: 

1. the licensee, knowingly or with- 
out the exercise of due care to prevent 
such violation, has violated any pro- 
Vision of this article, or of any other 
law regulating instalment sales agree- 
ments, or has failed to comply with 
any demand, or requirement, lawfully 
made by the Superintendent under and 
within the authority of this article; or 

2. there has been any material mis- 
statement or failure to give a true re- 
ply to a question in the application 


for the license; or 

3. the licensee has defrauded any 
retail buyer to the buyer’s damage; or 
wilfully failed to perform any written 
agreement with any retail buyer; or 

4. in the case of a licensee other 
than a natural person, any officer, di- 
rector, trustee, or partner of such li- 
censee has been guilty of any act or 
omission which would be cause for re- 
voking or suspending a license of such 
party as an individual; or 

5. any other agent or employee of 
such licensee has been guilty of such 
act or omission and the licensee has 
approved or had knowledge thereof 
or of acts or omission of like char- 
acter and after such approval or 
knowledge has retained the benefit, 
proceeds, profit, or advantage of such 
act or omission or otherwise ratified 
it. 

In order to afford a licensee the full 
protection of the law, the article pro- 
vides that the refusal, suspension or 
revocation of a license may be subject 
to judicial review in the manner set 
forth in the civil practice act." 


REGULATIONS OF THE 
SUPERINTENDENT 


As authorized by the Act,® the Su- 
perintendent has thus far issued four 
departmental regulations which have 
been found necessary for administra- 
tive purposes. Regulation 1 required 
licensees to file promptly with the de- 
partment copies of credit service 
charge rates and notice of any subse- 
quent changes thereon. Regulation 1A 
formulated rules for the conduct of 
hearings held for the suspension or re- 
vocation of a license or in connection 
with a written complaint by a buyer. 
Regulation 2 sets forth the manner in 
which a licensee may advertise that he 
is licensed by or subject to the super- 
vision of the Superintendent of Banks. 
Regulation 3 requires corporate li- 
censees to advise the Department 
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promptly when a change in its officers, 
directors and major stockholders 
occurs. 


SUPERINTENDENT EMPOWERED 
TO MAKE INVESTIGATIONS 


The Sales Finance Companies Act 
empowers the Superintendent to make 
such investigations as he may deem 
necessary to determine whether any 
licensee or any other person has vio- 
lated any of the provisions of said 
Act or any other law relating to retail 
instalment sales. To implement this 
power, the Superintendent has the 
right to subpoena witnesses, books, 
documents and relevant records. Any 
person who violates or participates in 
the violation of any provision of the 
article or refuses to permit any lawful 
investigation or examination shall be 
guilty of misdemeanor and, upon con- 
viction, shall be fined not more than 
five hundred dollars or imprisoned for 
not more than six months, or both, 
and, if a licensee, may have its license 
suspended or revoked. 


THE RETAIL INSTALMENT 
SALES LAWS 


The Motor Vehicle Retail Instal- 
ment Sales Act and the Retail Instal- 
ment Sales Act, Articles 9 and 10 of 
the Personal Property Law, which be- 
came effective October 1, 1956 and 
October 1, 1957, respectively, com- 
prise the legislative enactments regu- 
lating retail instalment sales. Both of 
these Acts have four main objectives: 

1. Full disclosure to the buyer of 
all the terms and conditions of the 
transaction prior to the signing of the 
retail instalment agreement. 

2. Establishment of maximum 
credit service charges. 

3. Mandatory refund of unearned 
credit service charges upon prepay- 
ment of the obligation. 

4. Elimination or unenforceability 


of certain unconscionable and abusive 
contract provisions. 


COVERAGE OF LAWS 


The Motor Vehicle Retail Instal- 
ment Sales Act covers the sale of a 
motor vehicle in this state, other than 
for a commercial or business use or 
for the purpose of resale, by a retail 
seller to a retail buyer for a time sale 
price payable in two or more instal- 
ments, payment of which is secured 
by a retail instalment contract, wheth- 
er in the form of a chattel mortgage, 
conditional sale or bailment lease." 

The Retail Instalment Sales Act 
commonly known as the “All Goods 
Act,” applies to the instalment sale of 
goods other than motor vehicles. The 
Act gives legal recognition to and sub- 
jects to regulation so called “revoly- 
ing credit” plans. Special provisions 
have been included to cover “add ons” 
and consolidations of contracts and 
obligations.1! Pursuant to amendments 
enacted by the 1959 Legislature which 
become effective October 1, 1959, the 
scope of the Act has been enlarged as 
explained in the following discussion. 

In the case of a retail instalment 
credit agreement (revolving credit), 
all chattels personal whether or not 
sold for a commercial or business use 
and services of any kind rendered or 
furnished or agreed to be rendered or 
furnished by a retail seller will come 
under the Act.?* 

In the case of a retail instalment 
contract, “services” will mean work, 
labor and services furnished or agreed 
to be furnished for other than a com- 
mercial or business use, in the delivery, 
installation, servicing, repair or im- 
provement of goods, or repairs, alter- 
ations or improvements upon or I 
connection with real property.’® 

In the case of a retail instalment 
obligation, “services” will mean serv- 
ices of any kind furnished or rendered 
or agreed to be furnished or rendered, 
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for other than a commercial or busi- 
ness use and where tariffs or rates 
are not required by law to be filed 
with or determined or approved by 
the state or federal government or 
any official department, division, com- 
mission or agency of the State of New 
York or of the United States.‘ (The 
present exclusion from the jurisdiction 
of the Act of an obligation which is 
intended to be and is ultimately in- 
sured by the Federal Housing Com- 
missioner or under title three of the 
Act of Congress entitled “Servicemen’s 
Readjustment Act of 1944” or by the 
federal government or the State of 
New York or any agency of either, is 
still in effect.) 


FULL DISCLOSURE REQUIREMENTS 


One of the main objectives of the 
retail instalment sales laws is to pro- 
vide the buyer, prior to signing, with 
complete information on all the terms 
and conditions of a retail instalment 
sale. 


WRITTEN AGREEMENT 
AND TYPE SIZE 


A retail instalment contract, obliga- 
tion or credit agreement must be in 
writing and contain the entire agree- 
ment of the parties with respect to 
the goods and services. It must con- 
tain the specific “Notice to the Buyer” 
in at least 8 point bold type (at least 
10 point bold type in motor vehicle 
contracts) reciting as follows: 

“1. Do not sign this agreement be- 
fore you read it or if it contains any 
blank spaces. 2. You are entitled to 
a completely filled in copy of this 
agreement. 3. Under the law, you 
have the right to pay off in advance 
the full amount due and under certain 
conditions to obtain a partial refund 
of the credit service charge.” 

A minimum of 8 point type is re- 
quired in all agreements arising out of 
the Motor Vehicle and the All Goods 


Acts. Certain provisions must be 
printed in larger or bolder type print. 


COPY TO BUYER 


The seller must deliver to the buyer 
or mail to him at his address shown on 
the contract or the obligation, an exe- 
cuted copy thereof. Until the seller 
does so, a buyer who has not received 
the goods or services may cancel the 
transaction and receive a refund of 
any down payment which has been 
made in goods or money. In the case 
of a retail instalment credit agreement 
(revolving credit), the dealer may not 
avail himself of the service charges 
permitted until he has delivered to the 
buyer a copy of the agreement exe- 
cuted by the seller. 

In the case of contracts or obliga- 
tions under the All Goods Act, the 
buyer’s written acknowledgment, con- 
forming to the requirements of the 
law, of delivery of a copy of the con- 
tract or obligation is deemed presump- 
tive proof of such delivery in any ac- 
tion or proceeding by or against an 
assignee of the contract or obligation 
without knowledge to the contrary 
when the assignee purchases same.'® 
In the case of contracts involving mo- 
tor vehicles, such acknowledgment is 
deemed conclusive proof under the 
aforementioned circumstances. 


LOSS TO SELLER IF COPY 
NOT GIVEN TO BUYER 


The Banking Department has re- 
ceived over 100 complaints involving 
an allegation that the buyer had not 
received a copy of the contract. A 
representative example of the results 
usually effected in these complaints is 
illustrated in the following case. 

In August 1958, the complainant 
visited an automobile dealer on Long 
Island and selected a used 1957 car 
for about $1,850. A cash deposit was 
given to the dealer in the sum of $200. 
The purchaser was not given or mailed 
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a copy of the retail instalment con- 
tract which had been drawn up and 
signed. The bank, after checking the 
purchaser’s credit statement, notified 
the seller that it refused to finance the 
deal unless the buyer reduced the bal- 
ance by an additional down payment 
of $350. Upon being informed of this 
fact, the buyer advised the seller that 
these financial terms could not be met 
and hence requested that the deal be 
cancelled and the deposit of $200 re- 
funded. The dealer refused to comply 
with this request and insisted that the 
buyer select a cheaper car. This the 
buyer declined to do. The Sales Fi- 
nance Division of the Banking De- 
partment contacted both the dealer 
and his attorney and the facts outlined 
by the complainant were confirmed, 
whereupon they were advised that in 
accordance with the provision of the 
Motor Vehicle Retail Instalment Sales 
Act, hereinabove noted, the buyer was 
entitled to an immediate refund of the 
$200 down payment made in contem- 
plation of an instalment sale. The full 
down payment was refunded. 


ITEMIZATION REQUIRED 


The buyer is effectively provided 
with an itemization of financial terms 
through the requirement contained in 
both the Motor Vehicle and All 
Goods Acts that contracts and ob- 
ligations set forth the following: (1) 
the cash sales price; (2) the down 
payment including an itemization of 
cash or goods with a brief description 
of the goods, if any, traded in; (3) the 
difference between items (1) and (2), 
i.e., the net cash price; (4) the 
amount, if any, included for insur- 
ance, specifying the coverage and the 
cost of each type of coverage; (5) the 
amount, if any, of official fees; (6) 
the principal balance, which is the sum 
of the net cash price (item 3) and the 
charges for insurance (item 4) and 
Official fees (item 5); (7) the credit 


service charge; (8) the time balance 
(which is the sum of the principal 
balance and the credit service charge), 
the number of instalments required, 
the amount of each instalment and the 
due date or period thereof; (9) the 
time sales price, which is the total of 
the cash sale price and the amounts, 
if any, included for insurance, official 
fees and credit service charge. 

In the case of contracts or obliga- 
tions under the All Goods Act, the 
fact that any instalment substantially 
exceeds in amount any prior instal- 
ment other than the down payment 
must be brought to the buyer’s atten- 
tion by a prescribed legend printed in 
10 point bold type or typewritten, 
This is to alert the buyer to the ex- 
istence of a “balloon” payment.'® 


NO BLANK SPACES 


Except as specially provided, the 
Acts prohibit the signing of contracts 
or obligations by the buyer when they 
contain blank spaces.’7 By far, the 
largest number of complaints handled 
by the Banking Department stem from 
the violation of this prohibition. The 
effective enforcement of this mandate 
has tended to reduce a major abuse 
practiced by unscrupulous dealers on 
unwary consumers. 


CREDIT SERVICE 
AND OTHER CHARGES 


One of the most important features 
of the retail instalment sales laws, as 
far as the consumer is concerned, was 
the establishment of ceilings on credit 
service charges. Heretofore, there was 
no regulation of the finance charges 
that a retail seller could make for 
selling on time. 


CREDIT SERVICE CHARGE 


The Acts provide for various sched- 
ules of credit service charges. Under 
the Act, a retail seller of a motor vehli- 
cle may contract for in a retail instal- 
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ment contract and collect a credit serv- 
ice charge on the principal balance at 
rates not exceeding the following: 

Class 1. Any new motor vehicle 
designated by the manufacturer by a 
year model not earlier than the year 
in which the sale is made—not more 
than seven dollars per one hundred 
dollars per annum. 

Class 2. Any new motor vehicle 
not in Class 1 and any used motor 
vehicle designated by the manufacturer 
by a year model of the same or one 
or two years prior to the year in which 
the sale is made—not more than ten 
dollars per one hundred dollars per 
annum. 

Class 3. Any used motor vehicle 
not in Class 2—not more than thirteen 
dollars per one hundred dollars per 
annum. 

Since October 1, 1958, the credit 
service charge on the amount included 
in the contract for insurance coverage 
has been limited to seven dollars per 
hundred dollars per annum. 

In a retail instalment contract or 
obligation under the All Goods Act, a 
seller may arrange a credit service 
charge computed on the principal bal- 
ance from the date of the contract or 
obligation to and including the date 
when the final instalment is payable 
thereon. The prescribed maximum 
rates are as follows: 

(a) On so much of the principal 
balance as does not exceed five hun- 
dred dollars, ten dollars per one hun- 
dred dollars per annum; 

(b) If the principal balance exceeds 
five hundred dollars, eight dollars per 
one hundred dollars per annum on the 
excess of over five hundred dollars; or 

(c) If the credit service charge so 
computed is less than twelve dollars, 
twelve dollars, but if the due date of 
the last instalment of the contract or 
obligation is eight months or less after 
its date, ten dollars. 


These credit service charge rates are 
based upon successive monthly in- 
stalments. Where the contract or obli- 
gation provides for instalments to be 
made other than monthly, the credit 
service charge must be at the effective 
rate provided for in the act having due 
regard for the schedule of instalments. 
Some dealers have mistakenly charged 
the same rate on weekly or bi-weekly 
payments as they have been charging 
for monthly payments. As a result, 
excessive credit service charges were 
imposed. It is imperative that the deal- 
ers take cognizance of the difference in 
credit service charges depending upon 
the schedule of periodic repayments. 


DEALER MUST REFUND 
EXCESSIVE CREDIT CHARGES 


It is the regular practice of the 
Banking Department to insist that a 
dealer refund excessive charges when- 
ever a complaint and investigation 
thereof reveal the imposition of excess- 
ive credit service charges. 

In a recent investigation conducted 
by the Banking Department of the 
records at a furniture dealer, numerous 
excessive credit service charges were 
revealed. The dealer was instructed to 
1eview all the retail instalment con- 
tracts that he had entered into since 
October 1, 1957, and furnish the 
Banking Department with the list of 
names and addresses of those buyers 
upon whose contracts excessive credit 
service charges had been imposed. 
When the schedule was received by the 
Banking Department a tally thereof 
was made which revealed that the 
amount of excessive credit service 
charges amounted to several thousands 
of dollars. 

It must be noted that the credit 
service charge shall be inclusive of 
all charges incident to investigation, 
making the contract or obligation, and 
for the extension of the credit provided 
for in the contract or obligation. and 
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no fee, expense or other charge what- 
soever shall be taken or contracted for 
except as is otherwise provided for in 
the Act. 

Ceilings have been fixed upon the 
amount of service charges which may 
be provided for and collected by a 
seller or holder in a retail instalment 
credit agreement as follows: 

(a) On so much of the outstanding 
indebtedness as does not exceed five 
hundred dollars, one and one-half per 
centum per month; 

(b) One per centum per month on 
the excess over five hundred dollars; 

(c) If the service charge so com- 
puted is less than seventy cents for 
any month, seventy cents may be 
charged as a minimum service charge. 


DELINQUENCY CHARGES 


A contract or obligation may pro- 
vide for the payment by the buyer of 
a delinquency and collection charge on 
each instalment in default for a period 
of not less than ten days in an amount 
not in excess of five per centum of such 
instalment or five dollars, whichever is 
less, provided that only one such delin- 
quency and collection charge may be 
collected on any such instalment re- 
gardless of the period during which it 
remains in default. In the case of 
retail instalment credit agreements 
(revolving credit) no delinquency 
charges are permissible. 

A retail instalment contract, obliga- 
tion or credit agreement may also pro- 
vide for the payment of attorney’s fees 
not exceeding twenty per centum of 
the amount due and payable there- 
under if it is referred to an attorney, 
not a salaried employee of the seller 
or holder, for collection. However, in 
the case of motor vehicle contracts the 
amount for attorney’s fees is limited to 
fifteen per centum plus the court costs. 


REFINANCING CHARGES 
The Act recognizes the possibility 


that circumstances may arise subse. 
quent to the making of the contract 
which would necessitate an extension 
or refinancing of the indebtedness, 
The holder of a retail instalment con- 
tract or obligation may, via a mutually 
signed written agreement, extend the 
scheduled due date or defer the sched- 
uled payment of all or of any part of 
any instalment or instalments payable 
thereunder. Charges for extension or 
deferral of instalment payments are 
limited to | percent per month on the 
actual amount extended or deferred 
for the particular additional period of 
extension or deferral.’® Insurance pre- 


miums may also be charged to the. 


buyer for the extra time involved. 

The holder of a retail instalment 
contract or obligation may, through a 
prescribed mutually signed written 
agreement, refinance the payment of 
the unpaid balances of the contract or 
obligation by providing for a new 
schedule of payments. If a contract or 
obligation is “refinanced,” a refund 
credit, without taking a minimum 
earned credit service charge, must first 
be calculated as though prepayment 
were being made and then new terms 
arranged as though a new contract 
were being executed. The buyer may 
also be charged for any additional cost 
of insurance or official fees incident to 
such refinancing. For the purpose of 
computing the maximum allowable 
credit service charge under the agree- 
ment for refinancing, a motor vehicle 
shall be deemed to be in the same 
class under such agreement as it was 
under the original retail instalment 
contract. 


REBATE OF CHARGES 
UPON PREPAYMENT 


The buyer has a statutory right to 
prepay his contract or obligation a 
any time and thereby become entitled, 
under certain circumstances, to receive 
a rebate of the unearned credit service 
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charges determined by a prescribed 
time- percentage formula commonly 
known as the “78ths Method.”!® The 
“sum of the digits” method of com- 
puting depreciation is similar to the 
“78ths Method” of calculating earned 
credit service charges. For example, 
on a contract or obligation repayable 
in 12 equal monthly instalments, the 
sum of the digits from 12 down to 1 
equals 78. At the end of the first 
month, 12/78th of the credit service 
charge is earned; another 11/78th, or 
a total of 23/78ths is earned at the 
end of the 2nd month, and so on, 
until at the end of the 11th month, 
cumulatively, 77/78ths of the credit 
service charge has been earned. It is to 
be noted that the Act permits only the 
holder of a motor vehicle contract 
which is being prepaid, to deduct a 
$15 acquisition charge from the credit 
service charge before computing the 
rebate of unearned credit service 
charges.2° In the case of contracts and 
obligations subject to the All Goods 
Law, no provision is made for an 
acquisition charge, but the holder is 
entitled to retain the minimum credit 
service charge applicable, i.e., $12 or, 
if the due date of the last instalment is 
8 months or less after the date of the 
contract or obligation, $10. No refund 
is required if it amounts to less than 
$1. 

Upon prepayment, the buyer is also 
entitled to receive a refund of any un- 
earned insurance premiums as well as 
the credit service charges applicable 
thereto. 


OTHER PROVISIONS 


ADD-ONS TO AND CONSOLIDATIONS 
OF CONTRACTS 


The Retail Instalment Sales Act 
recognizes the need for a simplified 
means of handling add-ons and con- 
solidations of contracts and provides 
methods whereby this may be accom- 
plished. Where a subsequent contract 
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arranges for the buyer to pay in 
periodic instalments the consolidated 
total of the principal balance thereof 
and the unpaid time balance on former 
purchases, it must set forth certain 
alternate provisions to alert the buyer 
to his new responsibilities. Two meth- 
ods are outlined for computing the 
credit service charge to be included in 
such consolidations. The first com- 
bines the principal balance of the 
subsequent contract with the principai 
balance of the former contract ob- 
tained by using the rebate method as 
though prepayment thereof were con- 
templated (without imposing any 
minimum otherwise permitted by law), 
and then adding the credit service 
charge to the sum of the principal 
balances for the period of time ar- 
ranged for their repayment. The sec- 
ond method adds the credit service 
charge to the time balance of the 
former contract for the additional time 
it will run beyond its original period 
and combines this sum with the prin- 
cipal balance of the new contract after 
the appropriate credit service charge 
has been added thereto. 

Under certain conditions the seller, 
when consolidating contracts, is per- 
mitted to omit certain items in the 
statement of the transaction, but in 
such cases he must promptly and in 
any event within 10 days of the sub- 
sequent contract, mail to the buyer 
the omitted data and, upon written 
request of the buyer, the seller shall 
be obliged to prove the accuracy of 
said items.”1 

It should be noted that goods pre- 
viously purchased which are still un- 
paid when subsequent goods are pur- 
chased may act as security for the 
latter until such time as either the 
purchase price under the previous con- 
tract is fully paid or 20 percent of the 
time sale price of the subsequent con- 
tract has been paid, whichever event 
first occurs. 
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PROHIBITIVE AND 
UNENFORCEABLE PROVISIONS 


Unless the transaction which gives 
rise to an obligation is the furnishing 
of goods or services for repair, altera- 
tions or improvements upon or in con- 
nection with real property, no retail 
instalment contract, obligation or credit 
agreement may require or entail the 
execution of any note or series of notes 
by the buyer which when separately 
negotiated will cut off as to third par- 
ties any right of action or defense 
which the buyer may have against the 
seller. 

The inclusion of certain provi- 
sions in a contract or obligation are 
either prohibited? or unenforceable.”% 
Among the matters in this category 
are the following: 


1. A provision by which, in the 
absence of the buyer’s default, the 
holder may, arbitrarily and without 
reasonable cause, accelerate the matur- 
ity of any part or all of the time 
balance. 


2. A provision by which a confes- 
sion of judgment in this state or power 
of attorney therefor or an assignment 
of wages is given. 

3. A provision which authorizes a 
seller or holder or other person acting 
on his behalf to enter upon the buy- 
er’s premises unlawfully ,or to commit 
any breach of the peace in the re- 
possession of the chattels involved. 


4. A provision by which the buyer 
relieves the seller from liability for 
any legal remedies which the buyer 
may have against the seller under the 
contract or obligation or any separate 
instrument executed in connection 
therewith. 

Since October 1, 1958, the law re- 
quires the assignee who desires to 
occupy the status of a holder in due 
course to mail a specified detailed 
notice of assignment to the purchaser.”* 


The buyer thereupon has the affirma- 
tive duty of notifying the assignee jn 
writing within 10 days of the mailing 
of said notice that he has some claim 
or defense against the seller arising 
out of the assigned sale. : 


PENALTIES FOR VIOLATIONS 


Any person who wilfully violates 
any provision of the retail iastalment 
sales laws is guilty of a misdemeanor 
and upon conviction is punishable by 
a fine not exceeding five hundred 
dollars. 

The buyer may recover the credi: 
service and other charges from any 
person who fails to comply with the 
provisions of the law. 

An exculpatory provision enables 
the holder of the contract or obliga- 
tion to correct any failure to comply 
within 10 days after written notice by 
the buyer and, if so corrected, neither 
the seller nor holder becomes subject 
to the prescribed penalties. However, 
it should be noted that a motor vehicle 
dealer who wilfully violates the law 
may not avoid criminal prosecution by 
correcting the violation after it 1s 
called to his attention; in addition, a 
1958 amendment to the Vehicle and 
Traffic Law gives the Commissioner of 
Motor Vehicles the right to revoke or 
deny his dealer registration.” 


ENFORCEMENT 


The percentage of consumer com- 
plaints adjusted through Banking De- 
partment action during 1958 continued 
at the same high level as in 1957. 
During the year, about 750 formal 
complaints were received and approxi- 
mately 1800 inquiries were handled. 
About 75 percent of the complaints 
over which this Department had juris- 
diction resulted in adjustments accept- 
able to the consumer. 

Most complaints involved allegations 
that a contract was signed in blank, 
that the contract did not reflect the 
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agreed terms with respect to purchase 
price, merchandise, or number of 
payments, Or that there were excessive 
charges, including credit service 
charges, and improper filing fees. 
Many refunds were obtained for con- 
sumers as a result of action by the 
Department.?¢ 


ASSISTANCE BY THE STATE 
BANKING DEPARTMENT 


In addition to entertaining com- 
plaints alleging violations of the Retail 
Instalment Sales Acts and the Sales 
Finance Licensing Act, the Banking 
Department offers its assistance to 
anyone seeking advice and information 
as to interpretations of the retail in- 
stalment laws and any forms which 
may be used in connection therewith. 
While the Banking Department does 
not as a matter of policy approve 
forms, it will as a public service ex- 
press its opinion on items which 
obviously do not conform to the re- 
quirements of law. Information and 
assistance can be obtained by com- 
municating with the Sales Finance 
Division of the New York State Bank- 
ing Department, 100 Church Street, 
New York 7, N. Y. The Department 
has available for distribution a limited 
number of booklets containing the 
New York statutes relating to retail 
instalment sales. This booklet, contain- 
ing the 1959 amendments, may be 
obtained by writing to the Department. 
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Second and Concluding Pan 


Actuarial Principles and 


Pension Plans 


By JoHN H. WILLIAMS, CPA 


INVESTMENT INCOME AND 
ADMINISTRATIVE EXPENSE 


Tuere is a type of statement which 
has appeared in some audit reports 
prepared for pension plans which il- 
lustrates the need for accountants to 
know something of the work of con- 
sulting actuaries. A statement of this 
type for a fund having its own office, 
and consequently well-defined admin- 
istrative expenses, is shown below. 


XYZ PENSION FUND 
STATEMENT OF INCOME AND EXPENSES 
YEAR ENDED DECEMBER 31, 1958 


Income: 
Net interest earned on bonds .. $ 40,000 
Dividends on stocks ............0+ 24,000 
Total Income ................ $ 64,000 
Administrative and general expenses: 
Employees’ salaries .. $13,300 
TICE TOBE. cocccisrsicessee 7,500 
Other expenses .......... 3,200 


Total Expenses. ........0... 24,000 
Excess of income over expenses... $ 40,000 
Excess of income over expenses, 

Ppenrmaper 31.0 1957 siccesscstessscsee 84,000 


Total excess of income over ex- 
penses, December 31, 1958...... $124,000 





JOHN H. WILLIAMS, CPA, is a member 
of our Seciety’s Committee on Employee 
Benefit Plans. Mr. Williams is a Senior As- 
sociate with the office of George B. Buck, 
Consulting Actuary. 


This fund had average assets of 
$2,000,000 during 1958, and its in- 
come from securities was $64,000. 
The administrative expenses were 
$24,000. Thus, to the average person 
it may well appear that the fund had a 
fine year indeed. The facts may be 
just the reverse. First of all, the con- 
sulting actuary, upon authority of the 
fund’s administrative board, may have 
based his calculations upon an as- 
sumed interest earnings rate of 3% 
percent. Thus the investment income 
of the fund should have been $70,000. 
Since the investment income actually 
was $64,000, an actuarial loss of 
$6,000 occurred which will have to 
be made up in the future by increased 
contributions, or by gains from other 
sources. 

Again, this fund had expenses of 
$24,000. In determining the contribu- 
tions payable, the actuary may have 
assumed that the annual administra- 
tive expenses would be $22,000. Thus, 
the fund had an actuarial loss of 
$2,000 from expenses, which also wil 
have to be made up from some source 
in the future. 

In the fund’s operation the total 
loss from these two items was $8,000, 
although from the statement one might 
think that the fund had a gain of 





Ep. Note: Part one of this article appeared 
in the July 1959 issue. 
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$40,000. In other instances, a net 
gain may have occurred, but in a 
different amount from that implied 
by a financial statement. 

The accumulation of the excess of 
investment income over expenses from 
year to year tends to aggravate the mis- 
conception. This misconception also 
tends to become more misleading as a 
fund becomes larger, since the assets, 
and the income therefrom, may in- 
crease considerably with relatively little 
increase in administrative expenses. 
The misunderstanding might lead to a 
belief that higher benefits could be 
paid from indicated gains or, con- 
versely, to the erroneous belief that 
the fund was not faring as well as it 
actually was. The fact is that, unlike 
the operation of a business, the in- 
vestment income and the administra- 
tive expenses of a pension fund usually 
have no relationship to each other. 
Their comparison does not reflect how 
the fund is doing. It may not be safe 
to have this type of statement even in 
a report to an administrative board 
which is familiar with the situation. 
There is much less reason to present 
such a statement, either in full or in 
condensed form, in a report to the 
membership of a fund. 


The investment income of a fund, 
and its sources, are properly included 
in an audit report. Similarly, admin- 
istrative expenses should also be set 
forth. The two items, however, should 
be shown in separate schedules, sup- 
Porting a general statement of opera- 
tions showing all income and expendi- 
tures, including contributions and 
benefit payments. Exhibit B-2, the 
“Summary Statement of Receipts and 
Disbursements” in the Annual Report, 
Form D-2, referred to above, is a good 
example of this general type of state- 
ment, as is the “Summary of Opera- 
tions” in the Annual Statement tenta- 
tively proposed for uniform use by the 


Welfare and Pension Funds Blanks 
Subcommittee of the National Associa- 
tion of Insurance Commissioners. Of 
course, many accountants prepare a 
statement of this type, and make no 
investment income and administrative 
expense comparison. 

It is also important to remember 
that the above-mentioned Exhibit B-2 
and the Summary of Operations re- 
flect only the transactions in a fund, 
and do not indicate whether or not 
a plan’s position has been strength- 
ened or weakened during the statement 
period. 


SECURITY VALUATIONS 
IN BENEFIT FUNDS 


Another problem, which may occur 
more frequently in the next few years, 
deals with the valuation of assets of a 
pension fund. Due to the relatively 
recent trend of having a higher propor- 
tion of the total portfolio in common 
stocks, and the general increase in 
market levels which has occurred in 
the past few years, the market values 
of some portfolios considerably exceed 
their book values. Traditionally, con- 
sulting actuaries have preferred to use 
book values, which generally have been 
cost or amortized cost values. Market 
values have been noted, but in actu- 
arial valuations only the effect of 
realized gains and losses, and not un- 
realized gains or losses, have been 
recognized. This has been true both 
in periods when market values have 
been high or low. Since, in general, 
securities bought for pension plans are 
bought for the long term, adjustments 
for cyclical fluctuations in market 
values have not been considered desir- 
able. 

One of the reasons why common 
stocks have become more popular in 
plan portfolios is the realization of 
their growth possibilities. When the 
hope has been borne out by actual 
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experience, employers are anxious to 
get the benefit of the increase in the 
value of the securities. This is particu- 
larly the case when it is desirable or 
necessary to either increase the bene- 
fits or reduce contributions under a 
plan. Most actuarial valuations con- 
tinue to be made on the basis of the 
book value of fund assets. By book 
value is meant the amount as recorded 
on the books of account which would 
normally be the cost of securities or, 
where applicable, amortized cost. In 
some instances, actual sales have taken 
place in order to convert unrealized 
security gains to realized gains and 
thus establish higher asset values. In 
a few instances, the use of market 
values has been authorized for actu- 
arial valuation purposes despite the 
preference of consulting actuaries for 
a more stable security valuation basis. 


Finally, some arbitrary procedures 
have been adopted under which book 
values have been increased. For in- 
stance, in 1958 at least one pension 
plan began, with the knowledge of the 
Treasury Department, to apply a 
formula which, under certain condi- 
tions, increases the book value of the 
equities held by the plan 3 percent per 
annum to reflect unrealized gains in 
market values. Under such an ar- 
rangement as this, the consulting actu- 
ary will be directed to use the adjusted 
asset value in determining future con- 
tributions to a fund. The certified 
public accountant will have to decide 
if the value determined by this type 
of formula, which results in the use of 
neither cost, nor amortized cost, nor 
market values, will require a revision 
in his customary certificate to the 
effect that “the accompanying state- 
ments present fairly the assets of the 
plan in conformity with generally ac- 
cepted accounting principles.” This 
decision may be of equal or greater 
importance where the accountant’s 


certificate appears on a statement to 
employees. 


WELFARE PLAN RECORDS 


There is another area where the 
certified public accountant can aid the 
actuary. A relatively recent develop- 
ment in the field of employee welfare 
benefits has been the establishment of 
trust funds for the purpose of provid- 
ing certain benefits such as death bene- 
fits, accident and sickness benefits, and 
personal and dependent medical ex- 
pense benefits to employees on an in- 
dustry-wide basis. In the operation of 
these funds it is of prime importance 
that records be established to accur- 
ately record and control receipts and 
benefit and expense payments, and 
generally the certified public account- 
ant works closely with the trustees of 
the fund for this purpose. 


Quite frequently a consulting actu- 
ary is asked to make a study of such 
a plan to determine its actuarial 
soundness, and he finds that although 
the accounting and financial records 
and forms are in excellent order, the 
statistical data necessary to establish 
actuarial assumptions are extremely 
difficult to unearth and, when found, 
are incomplete or unverified. Depend- 
ing upon benefit eligibility require- 
ments, the actuary may need data as 
to the service credit or age of an em- 
ployee prior to the commencement of 
a benefit, the duration of benefits, in- 
formation as to age and sex of de- 
pendents, the amount and duration of 
previous benefits, the causes of the 
claims, etc. Furthermore, these data 
are required on an individual basis, 
not a group basis. It would be ex- 
tremely helpful to the actuary if the 
accountant, in setting up the welfare 
fund records would give consideration 
to the design of the forms so that sup- 
plementary data may be recorded by 
the fund’s internal staff. 
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CERTIFICATIONS BY 
CONSULTING ACTUARIES 


With the results of actuarial calcu- 
lations being used by accountants in 
financial statements, either in the body 
of the statement itself or in a footnote, 
accountants may wish to obtain some 
form of certification from the consult- 
ing actuary. For some time consulting 
actuaries have been furnishing infor- 
mation to certified public accountants, 
and the form in which it has been 
furnished has varied from actuary to 
actuary. Perhaps the interest of trade 
unions in pension and welfare plans 
has had as much influence as any other 
factor in standardizing some types of 
actuarial certifications. Where various 
locals of an international union have 
negotiated similar plans, the certifica- 
tions required under a pension agree- 
ment tend to become uniform for that 
type of plan and agreement. The fol- 
lowing is an example of a certification 
stating that the assets of a fund are 
not less than the amount required to 
be in a fund under the terms of an 
agreement. 


Joint Board of Administration 

ABC Company-XYZ Union Retirement 
Income Plan 

Gentlemen: 


Section 2 of Article V of the ABC Com- 
pany-XYZ Union Retirement Income Plan 
provides that the ABC Company shall 
make such annual contributions, as deter- 
mined by the Actuary, as will fund Future 
Service Credits as earned and will amortize 
on a level funding basis, over a period of 
approximately thirty years from the date 
of establishment, the liabilities attributable 
to Past Service. Said Section 2 also pro- 
vides that the Actuary shall certify as to 
whether or not the amount of assets in the 
Trust Fund, as reported by the Trustee, is 
or is not less than the amount then re- 
quired to be in the Fund. 

This is to certify that the ABC Company 
has made the contributions to the ABC 
Company-XYZ Union Retirement Income 
Plan for the year ending December 31, 1958 
which are provided for in Article V, Sec- 
tion 2, of the Plan and that the assets in the 


Trust Fund as of December 31, 1958 as 
reported by the Trustee are not less than 
the amount required by said Section to be 
in the Fund. 


Very truly yours, 
John Doe, 
Actuary 


Depending upon the terms of the 
agreement, such a certification may be 
made directly to the international 
union involved. 


The following is an example of a 
certification under an agreement pro- 
viding for terminal funding of benefits. 


STATEMENT TO THE RETIREMENT BOARD 
ABC CORPORATION RETIREMENT PLAN 


I hereby certify that, at April 30, 1958, 
on the basis of the mortality tables and 
interest rate in use under the ABC Corpo- 
ration Retirement Plan, reserves in the 
amount of $246,302 are required to pay the 
pension benefits provided for in the Pension 
Agreement between ABC Corporation and 
the XYZ Union to 62 retired employees 
covered by the Agreement, who were on 
the retirement roll as of April 30, 1958 
and were entitled to monthly pensions total- 
ling $2,435. 


John Doe, 
Actuary 


The following is a certification in 
letter form of the unfunded past serv- 
ice cost under two plans of an em- 
ployer. 


Smith and Smith 
Certified Public Accountants 


Re: ABC Company Pension Plans for 
Local 123, of XYZ Union 
Local 456, of RST Union 


Gentlemen: 

Mr. John Jones of ABC Company has 
asked us to furnish you with the amounts 
of the unfunded past service cost as of 
December 31, 1958 for the ABC Company 
Pension Pian, pursuant to agreement with 
Local 123, of XYZ Union, and the ABC 
Company Pension Plan, pursuant to agree- 
ment with Local 456, of RST Union. 

The following table gives the requested 
figures for the two plans: 
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UNFUNDED PAST SERV- 
ICE COST AS OF 





PLAN DECEMBER 31, 1958 
Local 123, of XYZ 
REGMIAY escccucsecsssiense $2,163,427 
Local 456, of RST 
MUON sc cssscssesessases 547,226 
Very truly yours, 
John Doe, 
Actuary 


The following is a certification in 
letter form resulting from a request as 
to the minimum pension cost liability 
recommended in Accounting Research 
Bulletin No. 47. This plan had no 
early vesting benefit. 


Mr. John Jones 
ABC Company 
Dear Mr. Jones: 

In accordance with your letter of Decem- 
ber 3, we have calculated the reserve which 
would be required for all members of your 
Retirement Plan who are now retired or 
who are eligible for normal retirement as of 
December 31, 1958. The reserve for mem- 
bers who have not yet retired was based 
on the anticipated retirement dates furnished 
us. The total amount of the reserve is 
$162,481. 

Very truly yours, 
John Doe, 
Actuary 


Probably, some of these certifica- 
tions will tend to become more stand- 
ard in form than they are at present, 
due to the continued union interest, 
the regulatory legislation with respect 
to welfare funds, and perhaps the in- 
creasing requirements of the account- 
ing profession. Accountants are al- 
ready receiving certifications, usually 
in letter form, of the actuarially com- 
puted amounts required in their audits 
and statement presentations. This 
practice undoubtedly will increase in 
the future. 


ACCOUNTANTS’ CERTIFICATIONS 


Accountants may be concerned with 
whether or not their customary certifi- 
cation form (i.e., short-form report) 
should be revised in respect to state- 


ments which include actuarially com. 
puted figures. In the past, there has 
been little specific reservation in the 
certification itself. The acceptance of 
figures from competent consulting 
actuaries has been general practice. 
Footnotes have been included as a 
part of numerous accounting reports, 
but these footnotes have generally re- 
ferred to present liabilities or prospec- 
tive liabilities, not included in the state- 
ments proper, such as the amount of 
unfunded past service liability. Such 
amounts have been determined in ac- 
cordance with assumptions and fund- 
ing methods used in actuarial com- 
putations as agreed upon by the con- 
sulting actuary and his client, and the 
assumptions and funding methods are 
available for inspection by govern- 
mental authorities. 

The consideration of the allocation 
of pension expense to operations is, 
of course, within the province of the 
accountant. The determination of the 
contributions required to assure the 
actuarial soundness of a plan is within 
the province of the consulting actuary. 
In the exercising of his responsibility, 
the accountant should bear in mind 
that the fact that there may be varia- 
tions in the allocation of pension ex- 
pense to accounting periods is not 
sufficient in itself to draw conclusions 
as to the actuarial soundness of a 
plan. The various funding methods in 
themselves may provide varying inci- 
dences of contributions and, therefore, 
in the allocation of pension expense. 
Furthermore, within a particular fund- 
ing method and, indeed, within a 
particular plan, the incidence of con- 
tributions can vary widely without 
sacrificing actuarial soundness. Serious 
consideration should be given to the 
desirability or undesirability of an in- 
creasing pension expense in good 
years and a decreasing pension expenst 
in poorer years so long as the actu- 
arial soundness of a plan is sustained. 
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The 1958 recession brought this prob- 
lem sharply into focus. Is it desirable 
that pension expense be allocated 
within more or less rigid bounds year 
after year? Pensions are, of course, 
a form of compensation and, when an 
employer has an unusually good year, 
he is more likely to pay liberal bonuses 
to employees. If he could absorb 
more of the pension expense in such 
a year, would not this, too, be reason- 
able? There would be some merit in 
permitting flexibility to the employer 
if the consulting actuary is satisfied 
that the plan continues on a sound 
basis. One justification for such flexi- 
bility is that events may transpire 
which cannot be foreseen in the initial 
determination of the funding method. 
For instance, during the depression of 
the 30’s, work forces and payrolls 
were reduced much more substantially 
and much more rapidly than could be 
anticipated by actuarial assumptions. 
In some plans the reduction in actu- 
arial liabilities was such that the actu- 
arial soundness of the plans, that is, 
the relationship of assets to actuarial 
liabilities, was actually increased for 
a time without the necessity of any 
contributions by the employers. This 
is not a new premise to certified pub- 
lic accountants as some flexibility of 
expense occurs, for example, in the 
areas of methods of depreciation and 
methods of inventory pricing. 


THE ACTUARIAL PROFESSION 


CONSULTING ACTUARIES 
AS SPECIALISTS 


Some certified public accountants at 
one time or another must have ac- 
cepted, with a feeling of uncertainty, 
figures prepared by consulting actu- 
aries. On the other hand, many ac- 
counting firms have been working on 
4 mutually satisfactory basis with con- 
sulting actuaries for a number of 
years. Many of these consulting actu- 


aries are members of professional 
actuarial societies; others are not. Ex- 
perience is perhaps the best basis for 
judging capabilities, and some con- 
sulting actuaries, including both mem- 
bers and non-members of the societies, 
have been active in the pension and 
welfare field for many years and have 
accumulated a wealth of experience 
available nowhere else in this field. 
The consulting actuary in the pension 
and welfare field is a specialist, and 
a non-member of a society who ad- 
heres to professional conduct and has 
experience in the field can be an ex- 
tremely competent advisor. If the con- 
sulting actuary is a member of a pro- 
fessional actuarial society, however, 
or if he represents a firm in which 
there are such society members, this 
is a further presumption of professional 
competence which the certified public 
accountant may accept. 


THE SOCIETY OF ACTUARIES 


In this country there are two actu- 
arial societies having a professional 
status, the Society of Actuaries and the 
Casualty Actuarial Society. I will re- 
fer only to the former, since it is 
mainly members of the Society of 
Actuaries who are interested in em- 
ployee benefit plans. 


The Society was formed in 1949 by 
the merger of two prior organizations, 
The Actuarial Society of America, 
founded in 1889, and the American 
Institute of Actuaries, founded in 
1909. The Society gives its own uni- 
form examinations simultaneously in 
about fifty locations in the United 
States and Canada. The successful 
completion of five examinations en- 
titles a person to become an “Asso- 
ciate” of the Society, and the passing 
of three more examinations brings 
with it the title of “Fellow” of the 
Society. The examinations are diffi- 
cult and, on the average, it takes about 
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eight to ten years of studying for 
examinations to become a Fellow of 
the Society. It may be of interest to 
those accountants who deal with 
actuaries to know that one part of ihe 
examinations includes questions per- 
taining to life insurance accounting 
and general accounting. Among the 
prescribed texts for study are “Life 
Insurance Statements and Accounts,” 
by E. C. Wightman, and “General Ac- 
counting” by H. A. Finney. 

Originally, the Society membership 
consisted almost entirely of actuaries 
employed by insurance companies. In 
1938 the combined membership of 
the two existing organizations was 
composed of 846 Associates and 
Fellows, of whom only 35 to 40 were 
listed as consulting actuaries. In 1959, 
of 1,822 Associates and Fellows of 
the Society of Actuaries, about 230 
were listed as consulting actuaries. Of 
course, there are consulting actuaries, 
and capable ones too, who are not 
members of the Society, but the total 
figure still is small compared with 
other professions. In the Federal Wel- 
fare and Pension Plans Disclosure Act, 
effective January 1, 1959, reference is 
made to certification by independent 
certified or licensed public account- 
ants. During the course of the draft- 
ing of the legislation, consideration 
was given to the inclusion of a re- 
quirement for an actuary’s certificate 
with respect to liabilities of an em- 
ployee welfare or pension benefit plan. 
One of the reasons for the elimination 
of such a requirement probably was 
the very practical one that there would 
not be enough consulting actuaries 
available. 

Unlike a number of other profes- 
sions, the actuarial profession is not 


subject to governmental licensing. As q 
consequence, anyone may call himself 
an “actuary.” The Society of Actu- 
aries is concerned at present by this 
situation and in June 1958 the Board 
of Governors of the Society authorized 
the appointment of a committee to 
investigate the question of possible 
certification or licensing of actuaries, 


CONFERENCE OF ACTUARIES 
IN PUBLIC PRACTICE 


Just as the National Association of 
Cost Accountants (now the National 
Association of Accountants) was or- 
ganized to collect, discuss and dissemi- 
nate information of a special nature 
in the accounting field, the Conference 
of Actuaries in Public Practice was 
formed in 1950 to emphasize problems 
arising in the area of the consulting 
actuary in the employee benefit field. 

Among the qualifications for becom- 
ing a Member of the Conference are 
that a candidate be engaged in public 
practice of the actuarial profession at 
the time of application, and that he 
have at least 15 years of actuarial ex- 
perience, not less than 5 of which 
were in public practice. The basic 
qualification to become an Associate 
is actuarial experience of not less than 
5 years. In either case, the practical 
experience is judged as to its “char- 
acter, responsibility and continuity,” 
and the candidate must be “highly 
proficient in the scientific and practical 
application of the mathematics of in- 
surance contingencies and of all other 
technique relating directly or indirectly 
thereto.” The 1957-58 Proceedings 
of the Conference lists 80 Members 
and 140 Associates. Of the 80 Men- 
bers, 16 were Fellows and 8 were 
Associates of the Society of Actuaries. 
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Graphics - A Means of 
Effective Communication 


By M. B. T. Davies, CPA 


The use of graphics is an additional tool of expression which 
enables the accountant to communicate certain data with 
greater clarity and effect. The author provides a number of 
pointers for skillful graphic presentation, and discusses the 
principles involved in administering a program for preparing 
and disseminating graphic information. 


Man first learned to transmit ideas 
by making sounds. But the spoken 
word is difficult to project over dis- 
tances, and human memory is too frail 
to make the spoken word a reliable 
record. So he began to create pictures, 
and found he was able to project his 
ideas and messages more dramatically. 

As time went by, pictures developed 
symbolic forms. These became letters 
and formed the basis of writing through 
the use of an alphabet. However, 
pictures are still widely and import- 
antly used. As but a few examples 
of their effectiveness in gripping the 
human mind, we see: television and 
motion pictures—for entertainment 
and instruction; pictures, charts and 
diagrams in textbooks—to convey 
ideas more vividly; illustrations in 
advertisements—to attract the pros- 
pective buyer; illustrated magazines— 
to portray news in an easily digestible 
form; and comic strips—to entertain 
people of all ages. 





M. B. T. DAVIES, CPA, is West Coast 
regional management services consultant 
with Lybrand, Ross Bros. & Montgomery, 
Certified Public Accountants. 


For many years charts and diagrams 
have been used copiously in business 
and professional literature. The re- 
porter finds in them many advantages: 
he can portray situations more clearly 
and gain a swifter impact on his 
reader; he can highlight significant 
points with more emphasis; he can 
save reader time; and he can sustain 
reader interest by varying his illustra- 
tive techniques. 

The main purpose of a business 
communication is to help the reader 
reach a decision. The inclusion of 
graphics—diagrams, charts or other 
illustrations—in a business report 
should also lead to this end. Their 
use for historical reasons alone should 
be discouraged; they should be suspect 
unless they meet the criterion of pro- 
viding for the reader, alone or as back- 
ground information, the data he needs 
for decision-making. 


POINTERS FOR GRAPHIC 
PRESENTATION 


Skill and imagination are needed to 
employ graphics effectively. However, 
by using some simple aids and princi- 
ples, the reporter can overcome major 
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pitfalls and convey his message with 
increased force. Some of these are 
discussed below. 


PLAN THE STORY 


Charts and diagrams should serve 
as vehicles in presenting an over-all 
story. The reporter should outline the 
story in skeleton form and should study 
in advance the purpose and effective- 
ness of each picture he proposes to 
use. What does the reader need to 
know? How should the facts be 
demonstrated? How should the dem- 
onstration be fitted into the over-all 
story? What form of illustration 
should be displayed? By connecting 
the facts, by building them into a logi- 
cal exposition, by illustrating them 
judiciously and forcefully, the reporter 
can create an effective message and 
thereby stimulate action. 


MAKE THE GRAPHICS SIMPLE 


The human mind absorbs ideas best 
when they are presented simply and 
progressively—one at a time. The re- 
porter can economize in space and 
effort, however, if he conveys several 
concepts in one picture. While this is 
easier for him, it is often confusing 
for the reader, tending to fog his mind, 
destroy his interest and lose the con- 
tinuity of the story. Illustrations, 
therefore, should follow the rule of 
written language, with facts and ideas 
unfolding one by one before the 
reader’s eyes. (Figure 1 shows an 


example. ) 
FIGURE 1 Part 1 
This chart displays a presentation of sales 
and gross profit percentages of three related 
products. Too much information is crowded 
into one chart. Compactness is achieved at 
the price of simplicity. 
ANALYSIS OF SALES & GROSS PROFIT 
SALEs $000 
A 


Product B C Total 
Jan. 100 110 120 330 
Feb. 120 130 90 340 
Mar. 120 110 90 320 
Apr. 140 110 100 350 
May 160 100 100 360 


Gross PROFIT % 














Product A B Cc Total 
Jan. 18 14 23 18 
Feb. 20 18 25 21 
Mar. 19 16 24 19 
Apr. 1S 20 22 20 
May 22 20 25 22 
AT = $o00 
% 
—+.25—500- ~ E1003 profit Me —C 
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FIGURE 1 Part 2 
The chart shown in Part 1 is here broken 
down into four individual charts—one for 
each product and one for the three products 
combined. 
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SELECT THE BEST TYPE OF PICTURE 


Many methods of pictorialization 
are open to the reporter. He should 
pick the one most suited for illustrat- 
ing his story. The diagram, in con- 
trast to the chart, demands more skill 
and imagination because of the wider 
variety of techniques that can be used. 
When presenting charts, the reporter 
should use bars and lines in preference 
to circles, squares, or symbols; one- 
dimensional straight lines are easier to 
understand, allow magnitudes to be 
compared more readily, and offer less 
tisk of misinterpretation. And, while 
technically it may be more appropri- 
ate, logarithmic and semilogarithmic 
charting should be restricted to the 
sophisticated reader. 


CHECK FOR CORRECTNESS 


In presenting a report that embodies 
financial and statistical information, 
the writer will recognize that correct- 
ness is of paramount importance. 
When he illustrates the report with 
charts and diagrams he is faced with 
another verification task—he needs to 
be sure that: (1) the basic data are 
correct; (2) they are correctly plotted 
and charted; and (3) the illustrations 
are capable of one interpretation only 
—the one intended. 


EXPLAIN THE PICTURES 


Accompanying each illustration in 
a newspaper or magazine, one gener- 
ally finds a caption. Contrary to the 
old adage, every picture does not tell 
a story; it needs oral or written expla- 
nation to support it and explain it. 
The reporter should, therefore, explain 
each chart or diagram that he pre- 
sents, and he may do this in writing 
or orally according to his method of 
presentation. 

Where an illustration demonstrates 
a point of interest, an effective way of 
highlighting it is to draw attention to 


it by marking the chart, using a dif- 
ferent style of lettering from that dis- 
played in the rest of the chart. Fur- 
thermore, in all cases, the illustrations 
should be used to explain the reasons 
underlying the facts—the whys to sup- 
port the whats. 


LIMIT THE NUMBER OF PICTURES 


A graphical presentation can easily 
develop into a picture gallery rather 
than an illustrated story. The reporter 
will generally be well advised to pre- 
pare a generous quantity of illustra- 
tions in constructing his presentation. 
He should then review them critically 
and discard all except those having a 
significant bearing on the story. The 
rejected charts should be kept for 
future use in case of need. 


PROVIDE VARIETY 


Reader interest is stimulated by the 
unexpected and the unusual. Where 
regular reports are presented at peri- 
odic intervals—such as charts of 
monthly operating results—the subject 
matter should be varied from time to 
time to prevent the reports from be- 
coming routine. Similarly, in any one 
report the pictorial techniques should 
be mixed, and varying lengths of ex- 
planatory matter should be interspersed 
between the illustrations. 


EMPHASIZE THE SIGNIFICANT 


The reporter will often have indi- 
vidual points of exceptional signifi- 
cance or unusual interest. He will 
want to impress them forcefully on his 
readers, and may use pictorial tech- 
niques to do so. A common method 
of projecting these points is by taking 
a progressively closer look at the 
matter in question. The reporter may, 
as it were, apply a magnifying glass to 
enlarge the picture; he may increase 
the magnification step by step; he may 
shift his sights to an adjoining area to 
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emphasize relationships. With each 
fresh view he will be drawing the 
reader’s attention more closely and 
thoroughly to the point he wishes to 
emphasize. This technique provides a 
greater variety of perspective by using 
the “close-up” approach so popular 
in motion pictures. (An_ illustration 
of this technique is contained in 
Figure 2.) 
FIGURE 2 


Illustration of factual development by pro- 
gressive penetration. (Observe the succes- 
sive scale changes.) 


CuartT I is a regular monthly chart showing 
actual costs in comparison with standards. 
Variances are shown, and an arrow marks 
the feature needing attention. 





CuarT II depicts an analysis of variances 
over a four-month period according to their 
component parts. The exceptional April 
feature is now more closely identified. 
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CuarT III contains a breakdown of the 
labor variance, identifies the exceptional 
feature, and breaks it down into further 
detail. 
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TIME THE PRESENTATION 


A cardinal principle of reporting js 
to select the time when the report will 
have a maximum impact on the reader, 
Information tends to lose its value as 
it ages; on the other hand, if reported 
too soon, the message may be carried 
to an unreceptive audience. The major 
purpose of reporting is to assist or in- 
fluence the audience in making a deci- 
sion. The person receiving the message 
may need “pre-conditioning,” and the 
reporter should see that appropriate 
steps are taken before presenting his 
story. 


KEEP THE COST REASONABLE 


The written or oral report contains 
two elements of cost—preparation and 
delivery—the latter including the time 
of the listeners and viewers. An objec- 
tive of graphical presentation is to in- 
crease preparation costs and gain a 
more-than-compensating reduction of 
delivery costs. However, the expense 
of preparation may become heavy, as 
it will include: time spent in visualiz- 
ing and drafting rough charts; time 
spent in producing, checking, review- 
ing and finishing the charts; and time 
and material spent in reproducing and 
publishing the charts. We have 
already discussed the need for sim- 
plicity and for restricting the number 
of pictures. Attention to these factors 
should automatically keep the cost 
down. 


ADMINISTRATION 


If a business uses graphic illustra- 
tion techniques widely, it may be de- 
sirable to organize a center to prepare 
them, produce them and give advice 
regarding the most effective methods 
of presentation. Some hints on the 
conduct of this activity are now dis- 
cussed. Some of them would apply 
even if a center is not organized. 
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PROGRAM THE OUTPUT 


The center should set up a methodi- 
cal work program so that its opera- 
tions can be performed according to 
logical priorities and without undue 
strain on its staff. 


USE A JOB ORDER SYSTEM 


To keep track of the work expected 
and that on hand, a job order should 
be prepared for each assignment. It 
will thus be easier to program and 
schedule the work and to accumulate 
costs where they are needed for rec- 
ord purposes. 


INDEX THE ASSIGNMENTS 


A card index system may be valu- 
able in forecasting the work involved 
in regularly recurring assignments and 
in keeping a compact historical sum- 
mary of work performed. Each card 
should contain such data as: 

Nature or title of report. 

Frequency of presentation. 

Originator. 

Type of medium used. 

When information is expected. 

Deadline for completion. 


CHECK THE OUTPUT 


Check-lists should be used to make 
sure that nothing is overlooked and 
that responsibility is accepted for each 
phase of the work. The check-list may 
well be combined with the job order 
record, 


PROVIDE ADVICE IN SELECTING MEDIA 


With the operation of a graphics 
center, increased attention can be de- 
voted to the quality of output. The 
center should advise reporters regard- 
ing: (1) the effectiveness of their pro- 
posed charts, (2) the vehicle best 
suited for their publication—such as 
photographic reproduction, slides or 
easel charts, (3) the expected cost, 
and (4) the amount of time needed to 


produce a finished job of the desired 
quality. 


RETAIN BASIC DATA 


Worksheets, rough charts and other 
data developed in preparing a presen- 
tation should be collected together and 
preserved. They may be needed by 
the reporter either to elaborate on his 
report, including the answering of 
questions, or to use as a basis for a 
later report. 


CHOICE OF SUBJECT 


The accountant has a wide choice 
of subjects for reporting with the use 
of graphics. It is not our purpose to 
consider them here in detail. However, 
a few typical examples may be of 
interest. 


FLOW CHARTS 


Flow charts explain in diagram- 
matic form the processes involved in 
performing an operation. Combined 
with written procedures, they can be 
valuable for training purposes or for 
describing a proposed course of work 
simplification. 


TASK CHARTS 


The task chart combines a study of: 
(1) work to be done, (2) responsi- 
bilities for its execution, and (3) 
timing of the work. These charts are 
particularly valuable for work-plan- 
ning. The “Gantt Chart” is a typical 
example. 


ORGANIZATION CHARTS 


In addition to depicting responsi- 
bilities and reporting relationships, 
organization charts can be adapted to 
portray functional relationships, tech- 
nical liaison, geographical delegation 
and other features. 


TREND CHARTS 


Trend charts, while based on histori- 
cal data, provide a useful basis for 
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extrapolation and forecasting. Devia- 
tions from or changes in trends can 
be seen at a glance and point immedi- 
ately to situations calling for manage- 
ment attention. 


PERFORMANCE CHARTS 


The portrayal of results is a stand- 
ard subject for charting. These are 
frequently historical only. However, 
their value can be enhanced by com- 
paring performance with targets, bud- 
gets or forecasts, thus identifying at a 


glance those areas susceptible to man- 
agement by exception. 

In plotting performance, past re. 
sults should always be corrected to 
allow for error (for example, incorrect 
inventory valuations, omissions of ac- 
crued expenses, or misclassification of 
income or costs) even though the 
double-entry books are not adjusted 
retroactively. Failure to make these 
adjustments may cause misleading dis- 
tortions of information. 





FIGURE 3 


Example of a chart designed to cover a short-term problem. In this illustration, 
sales of Product X had progressively declined. An advertising program was started 
in an endeavor to stimulate sales, and sales objectives were established. 
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BREAK-EVEN CHARTS 


The break-even device is a use- 
ful tool for determining optimum 
sales volume or capacity utilization. 
Through graphical presentation, a 
more rapid study can be made of rela- 
tive profitability at selected rates of 
operation. As such, it provides a guide 
for management in determining sales 
and operating policies. 


WORKING CAPITAL CHARTS 


The preservation of a sound work- 
ing capital position constantly requires 
close attention. Cash flow forecasts 
and controls over receivables and in- 
ventories, all of which are protective 
devices in this area, are particularly 
suitable for graphic portrayal. Data 
of these types generally need review at 
short intervals, and a common prac- 
tice for transmitting this information 
is to circulate charts among the inter- 
ested officials, sometimes enclosed in 
transparent covers to permit notes and 
comments to be written on the face 
of them. 


PROBLEM AREAS 

Conditions of short-lived interest or 
concern sometimes demand intensive 
watching, after which they become of 
routine interest. A stringent cash po- 
sition, progress on a critical capital 


expenditure project, installation of a 
new operation, immediate repercus- 
sions of a new course of action—these 
are but a few examples of features 
that may attract exceptional attention. 
Charts providing current reviews at 
frequent intervals allow these situa- 
tions to be studied at a glance. (Figure 
3 shows a sample of this type of chart.) 


THE ACCOUNTANT’S ROLE 


The accountant’s task is one of 
translating events, transactions, opera- 
tions and conditions into numerical 
forms and of communicating them in 
an understandable manner. The use 
of graphics enables him to communi- 
cate with greater clarity and effect. 
However, he accepts an additional re- 
sponsibility, first in selecting the 
graphic methods best suited to support 
his message, and second in assuring 
that they neither distort nor conceal 
the content of the report. 

The accountant’s position is in no 
way changed. He has still to portray 
a statement of the facts; he has still to 
preserve it from distortion; he has still 
to transmit it effectively. By adopting 
graphics as a tool of expression, he 
needs to change none of his principles, 
but he has another servant at his com- 
mand. 





COOPERATION BETWEEN CPA AND CLIENT 

Those of you in private industry can be of real service to your 
employer by taking the initiative to arrange with your auditor to do 
all the clerical work possible. The time of the auditor will then be 
devoted to testing and checking the schedules and supporting data which 
you have prepared or accumulated. There is no inference here to limit 
the work of the auditor that is necessary to satisfy himself as to the 
accuracy or reasonableness of any figure that is presented to him. The 
point is that everything possible be accumulated and presented to the 
auditor in finished condition so that his time can be devoted to doing 
the things that distinguish him as a professional man from a mere clerk. 


R. E. WiLcus, “Cooperation Between the Public 
Auditor and His Client,” Bulletin of the Georgia 


Society of CPAs, May 1959 
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New York State Tax Forum 


Guest Editor—SIDNEY BLUMENBERG, CPA 


ADDITIONAL REVIEW OF RECENT 
STATE TAX LEGISLATION 


During the past several months, this 
department has reviewed the tax laws 
passed by the most recent regular ses- 
sion of the State Legislature and ap- 
proved by the Governor. We conclude 
this survey analysis by noting two ad- 
ditional changes. 

In furtherance of the attempt to 
tighten enforcement, Section 376 of the 
Tax Law, which deals with penalties, 
additional taxes and interest, has been 
modified to provide that prosecutions 
for any offense concerning tax years 
beginning after December 31, 1958 
may be commenced within three years 
after the commission of the offense. 

his section has also been expanded to 
provide for penalties and prosecution 
to cover the failure to file, filing of 
false returns, failure to withhold, etc., 
in connection with the adoption by the 
state of the “withholding” system for 
residents and the requirements for the 
filing of estimated tax returns. Maxi- 
mum civil penalties and maximum 
fines upon conviction were also in- 
creased, the former to $1,000 and 
the latter to $5,000. 

Attention is also invited to the in- 





SIDNEY BLUMENBERG, CPA, is a mem- 
ber of the Society’s Committee on Federal 
Taxation and was formerly chairman of 
the Committee on New York State Taxa- 
tion. He is engaged in public practice in 
his own office in New York City. 


creasing of the optional standard de- 
duction to $1,000 or 10 percent of 
gross income, whichever is less, and 
the change in the exemption for es- 
tates and trusts to $600. 


RECENT RULINGS 


It might be useful to supplement 
this review of recent legislation with 
a reference to some recent administra- 
tive opinions and rulings. In an opin- 
ion dated November 17, 1958, Deputy 
Commissioner Mortimer M. Kassell 
advised that by reason of the fact that 
the New York Tax Law contained no 
provision comparable to Subchapter 
S of the Internal Revenue Code (the 
“small business” election not to be 
taxed as a corporation) “such corpora- 
tions will continue to be subject to the 
franchise taxes imposed by Article 9,” 
and the personal income tax liabilities 
of the shareholders will be unaffected. 

Although an additional deduction 
for depreciation was provided for by 
Section 179 of the Internal Revenue 
Code, Deputy Commissioner Kassell 
stated on April 21, 1959 that in his 
opinion this deduction “is not allow- 
able in computing the deduction for 
personal income or unincorporated 
business tax purposes.” 

The State Tax Commission ruled 
on May 29, 1959 that “employers 
furnishing food, lodging, maintenance 





Ep. Nore: For an interim period, until 
a permanent departmental editor has beet 
selected, this department will be conducted 
by guest contributors. 
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or living quarters to their employees 
may elect not to withhold New York 
personal income taxes on the value 
thereof if they are not required to with- 
hold Federal personal income taxes 
thereon. An employer making such 
election must nevertheless include such 
amounts in the New York personal 
income tax withholding statement form 
IT-2102 furnished to the employee. 
In any event, the employee must 
include such amount in gross in- 
CMe... 

Also, on June 1, 1959 the State Tax 
Commission ruled that a trust or estate 
is not entitled to a tax credit (the $10 
credit allowed to an individual). A 
trust or estate is allowed only the ex- 
emption of $600. The provision in the 
law which had included an estate or 
trust in the same category as a single 
person was amended by Section 351-i 
of the Tax Law, as enacted by Chapter 
60 of the Laws of 1959. 

In another ruling, dated June 9, 
1959, the State Tax Commission stated 
that “a full-time life insurance solicit- 
ing agent whose principal business ac- 
tivity is the solicitation of insurance 
for one life insurance company and 
who is forbidden by contract or prac- 
tice from placing insurance with any 
other company without the consent of 
his principal company; who uses office 
space provided by the company or its 
general agent, is furnished steno- 
graphic assistance and telephone facil- 
ities without cost, is subject to general 
and particular supervision by his com- 
pany over sales, is subject to company 
established production standards, will 
generally not be subject to the unin- 
corporated business tax on commis- 
sions received from his prime com- 
pany . . . but commissions received 
from other companies will be subject 
to such tax.” 


RECENT CASES 
Two recent cases deal with the 


troublesome question of what consti- 
tutes a “profession” so as to come 
within the exclusion from the New 
York State unincorporated business 
tax. In both, the court backed the 
State Tax Commission in a strict in- 
terpretation of the excluded profes- 
sions. 


In Sundberg v. State Tax Commis- 
sion, decided December 2, 1958, 
(N. Y. Sup. Ct. A. D. 3rd Dept.) the 
court decided that although the pe- 
titioner had engineering education and 
experience and although these were of 
some value in his work, there was no 
evidence that these were essential to 
his work (which involved the sale of 
industrial gears, mechanical couplings, 
fluid mixers, reducers and automatic 
valve control devices). A significant 
statement by the court was that “the 
advantageous utilization of profession- 
al knowledge in a business does not, 
of course, necessarily constitute the 
practice of the profession.” 


The Appellate Division for the 
Third Judicial Department, in an opin- 
ion dated June 9, 1959 (In the Matter 
of the Application of Edmund J. 
McCormick v. Bragalini et al.) dealt 
with an allegation that the appellant 
was a management engineer and there- 
fore engaged in the practice of a pro- 
fession which he felt excluded him 
from being subject to the New York 
State unincorporated business tax. The 
court was unsympathetic, finding that 
Mr. McCormick had “never received 
any engineering degree and he is not 
licensed to practice the profession of 
engineering in this State.” 


It becomes apparent from the above 
cases that a professional not engaged 
in the practice of the profession or an 
unlicensed professional engaged in the 
practice of what would normally con- 
stitute a profession cannot exclude 
such income from the application of 
the unincorporated business tax. 
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Accounting at the SEC 


Conducted by Louis H. RAPPAPORT, CPA 


ACCOUNTING FOR ORIGINAL 
ISSUE TAXES OF INVESTMENT COMPANIES 


Three of the “articles” of Regulation 
S-X (the SEC’s basic accounting reg- 
ulation) deal with the requirements 
as to form and content of financial 
statements of investment companies. 
Article 6 contains the requirements 
applicable to management investment 
companies, Article 6A those applic- 
able to unit investment trusts, and 
Article 6B those applicable to face- 
amount certificate investment com- 
panies. Because of the regulatory 
powers flowing from the provisions of 
the Investment Company Act of 1940, 
the SEC’s accounting regulations ap- 
plicable to investment companies are 
more stringent and detailed than those 
applicable to commercial and indus- 
trial companies. In Rule 6.03, para- 
graph 10(b), for example, the SEC 
prescribes the procedure to be fol- 
lowed by investment companies in ac- 
counting for recurrent costs of issuing 
shares, such as registration fees and 
expenses. Such costs must be charged 
off by investment companies “in the 
statement of income and expense for 
the period in which such costs are in- 
curred.” While the regulation does 
not specifically name original-issue 





LOUIS H. RAPPAPORT, CPA, a partner 
in the firm of Lybrand, Ross Bros. & Mont- 
gomery, CPAs, is the author of SEC AC- 
COUNTING PRACTICE AND PROCED- 
URE. 


taxes as being a recurrent cost of is- 
suing shares, it has been so construed 
by many (including the editor of this 
department). 

Up until recently the original issue 
tax was a relatively immaterial ex- 
pense, and so not many were disposed 
to argue about charging income with 
the tax which is, in effect, one of the 
costs of raising capital. 

The Excise Tax Technical Changes 
Act of 1958 changed the tax upon 
original issue of stock from eleven 
cents per $100 of par value to ten 
cents per $100 of actual value of the 
shares issued. In the case of open- 
end investment companies (the so- 
called “‘mutual funds”), the change in 
the law is apt to have a very substan- 
tial effect, and has caused many com- 
panies to review their accounting 
policies. 

The National Association of Invest- 
ment Companies, on behalf of its 
members, wrote to Mr. Andrew Barr, 
the Chief Accountant of the SEC, 
and suggested that, in view of the 
change in the law, the charging of 
original issue taxes to paid-in surplus 
should be accepted as a permissible 
procedure by investment companies. 
Mr. Barr’s reply was recently made 
available to us by the Association for 
reference in this department. 

Mr. Barr introduced his comments 
by referring to the Association’s letter 
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of May 8, 1959 in which it was sug- Mr. Barr expressed his understand- 
gested that the SEC consider a change ing that the amount of original issue 
in the manner in which the Federal taxes would ordinarily not be par- 
documentary stamp tax on the original _ ticularly significant in relation to both 
issue of shares of capital stock is income and expense in most of the 
charged in the accounts of investment open-end companies filing with the 
companies. The proposal was that in Commission even after considering the 
the future the charging of such taxes substantial increase in total tax. He 
to paid-in surplus be accepted as a_ stated, however, that in view of the 
permissible procedure in lieu of the general acceptability of the principle 
present interpretation of Rule 6-03-10 involved and the evident desire of cer- 
(b) of Regulation S-X that such taxes tain of the registered investment com- 
be included in the recurrent costs of panies to be allowed to reflect such 
i issuing shares to be charged off on charges against paid-in surplus, no ob- 
ued the statement of income and expense jection would be raised to charging the 
this for the period in which incurred. tax to paid-in surplus as an alternative 
In support of the proposal the As- to charging such amount to income as 
-_ sociation had stated that such treat- has been the generally accepted inter- 
si ment is in accordance with generally pretation of Rule 6-03-10(b), al- 
mee! accepted accounting principles and that though original issue taxes are not 
vith it is consistent with investment com- mentioned in the rule. If a change in 
the pany accounting generally. It was reporting is made, Mr. Barr suggested, 
further pointed out that the tax in- the amount of the tax should be shown 
- crease might have a distorting effect asa deduction on either the statement 
200 on net income and expense ratios and of capital surplus required by Rule 
le that the impact of the increase if 6-07-1 or on the statement of changes 
A handled as an expense would be con- in net assets under Rule 6-08 in sub- 
the trary to the principle served by the caption (b) (5), Securities issued and 
a equalization account. repurchased. 
S0- 
> in 
‘an- 
veal THE AUDITOR AS A SYSTEMS ADVISER 
" It does not seem to be a question of whether or not the auditor 
should be a systems adviser. He is one because the business public 
est- expects him to be and there seems little likelihood that he can with- 
Its draw from it at this late date. Fortunately, one can expect a profes- 
alt, sional man to draw the line between what he is competent to do and 
EC, what he cannot do, and there is no reason to believe that the ac- 
the countant cannot work in harmony with others, such as engineers, 
of mathematicians and psychologists. Many talents, in addition to ac- 
lus counting, may be needed if the practising auditor is to give the most 
ible useful advice to his client’s management. 
ies. EpiToriAL, “The Auditor as a Systems 
ade Adviser,” the Canadian Chartered Accountant, July 1959 
for 
ents 
tter 
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Administration of 


A CPA Practice 


Conducted by Max BLock, CPA 


CONTROL OF CLIENTS’ SPECIAL 
TAX SITUATIONS 

Where accountants take charge of 
clients’ tax affairs they must have ade- 
quate facilities for the surveillance of 
clients’ special situations. Such situa- 
tions are numerous. Examples of such 
situations are the Subchapter S cor- 
porations whose eligibility must be 
vigilantly observed throughout the 
year, and the stock redemption that 
has by-passed the dividend hazard on 
the condition that the retired stock- 
holder will not serve the corporation 
in any capacity for 10 years. There 
are many of these special situations 
and an oversight with respect to any 
one could be very embarrassing and 
possibly very costly. 

The control mechanics must be de- 
signed to meet the conditions of the 
special situation. In some instances, 
the audit program can be used to in- 
clude appropriate questions, for as 
many years as necessary, regarding 





MAX BLOCK, CPA (N. Y., Pa.), is a 
former chairman of the Committee on Ad- 
ministration of Accountant’s Practice of the 
New York State Society of Certified Public 
Accountants. He is a lecturer at the Baruch 
School of Business and Public Administra- 
tion of The City College of New York in 
the graduate course on Accounting Practice. 
Mr. Block is a member of the firm of 
Anchin, Block & Anchin. 


conditions that must be watched; ora 
special tax questionnaire form, one 
questionnaire for each tax situation, 
can be drawn up to assure sound and 
continuous scrutiny. 

However, the foregoing forms may 
not be adequate in the face of poor or 
infrequent timing of the review pro- 
cedures. Some situations may be of a 
nature that will permit the timely cor- 
rection of a violative action while 
others may not be of such a nature. 
For example, in the case of subchapter 
S corporations, maintenance of the 
election depends (not solely) on keep- 
ing the number of stockholders below 
eleven, or the personal holding com- 
pany type of income at 20 percent or 
less. The status of these two items can 
be observed throughout the year and, 
where a violative condition is ob- 
served before the year is over, timely 
corrective action might possibly be 
taken. However, if a retired stock- 
holder who is subject to the ten-year 
rule is reemployed, even temporarily, 
or is called on for services without 
pay, the violation cannot be corrected. 

Obviously, the client must be made 
aware of actions that must be avoided, 
of actions that must be discussed with 
the accountant before being taken, and 
of the consequences of any violations. 
The client should be advised of these 
situations by oral explanation and later 
by letter. However, it might be 2 
valuable service to the client to furnish 
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a copy of the advisory letter perhaps 
annually, just to refresh the memory 
of those concerned. Such a _ policy 
would require a tickler covering the 
clients involved and the original date 
and type of letter. A master copy of 
each letter should be filed, in a spe- 
cialized folder or in a permanent part 
of the individual client’s tax folder. 
Where the advice must be revised, 
that can be done after review of the 
audit program or the special tax ques- 
tionnaire. Thereafter the revised mas- 
ter will be used until further revision 
is necessary. 


A MAJOR SYSTEM-SERVICE 
OPPORTUNITY 

The May 1959 issue of this maga- 
zine contained an article by Donald A. 
Schwartz, CPA, entitled “Punched 
Tape Data Processing for Smaller 
Business.” ‘This article is mandatory 
reading for accountants who have 
clients that are in the “smaller busi- 
ness” category. It points out how 
practitioners who have not yet in- 
jected themselves into the field of ad- 
vanced recording and analyzing meth- 
ods can do so by one effective, simple 
device, namely, a good adding ma- 
chine. Once one installation is made, 
and the practitioner has mastered its 
technicalities and sensed all of its po- 
tentialities, he will acquire a_ self- 
confidence and enthusiasm that will 
move him to further his interest and 
activities in this field. The possible 
uses of an adding machine, coupled to 
a simple tape punch, might pro- 
foundly affect the form of an ac- 
countant’s services to his clients, with 
benefits to both. 

The practitioner who has not yet 
concerned himself with “data process- 
ing” because his clients were not big 
enough for the large, expensive de- 
vices, now has an opportunity to pro- 
vide valuable management advisory 
services to his clients by recommend- 


ing, where warranted, the installation 
of the described equipment. Through 
the agency of service bureaus that will 
process the punched tape, all sorts of 
analytical data and reports can be ob- 
tained and in time for their effective 
utilization by management. Informa- 
tion that cannot presently be obtained 
for reasons of cost or excessive time 
and personnel requirements can be ob- 
tained relatively easily and economi- 
cally from a simple adding-machine 
operation. 

In addition to the uses for analytical 
data the same process can be used for 
bookkeeping purposes, including the 
preparation of the general ledger ac- 
counts. Bookkeeping bottlenecks and 
personnel problems may be relieved 
by the mechanized bookkeeping. It is 
very likely that the accountant’s audit- 
ing process can be facilitated by the 
mechanized bookkeeping, which would 
be a boon to accountants who have 
staff and fee problems. 

Valuable assistance can be obtained 
from representatives of machinery 
manufacturers with regard to most 
every aspect of the factors that an ac- 
countant must consider before making 
a recommendation and in subsequently 
devising forms and procedures. This 
will be of great help to the practitioner 
who has not yet dealt with such in- 
stallations. 

A final observation, one lightly 
touched on by the author of the above- 
mentioned article, is that there are 
possibilities of preparing accountants’ 
statements by application of data proc- 
essing equipment. This aspect will be 
reviewed in a future issue. 


VISION EFFECTIVENESS 
AND STAFF PERFORMANCE 


Educators have discovered, a long 
time ago, that the scholastic perform- 
ance of children is adversely affected, 
sometimes with tragic consequences, 
by undetected poor eyesight. Employ- 
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ers of factory help are realizing that 
costly accidents and spoilage of goods 
result from poor worker vision. Ac- 
counting practitioners are no less af- 
fected by the poor vision of their 
employees. 

Poor vision and resultant eye strain 
are causes of fatigue, difficulty in con- 
centration, and physical debilities such 
as head and other aches. No one can 
estimate how many careless errors and 
other poor work may be attributed to 
poor vision. Even those who wear 
glasses may be suffering from poor 
vision when they neglect reexamina- 
tions and necessary changes. Those 
who don’t use glasses but need them 
become aware of that condition years 
after the need has first arisen. Add to 
that time lag the procrastination in 
doing something about the need and 
the total delay can be considerable; 
and during this time the individual’s 
performance is adversely affected. 

Accounting employers should be 
concerned about the vision of their 
field and office employees. Vision 
tests should be made mandatory, at 
frequencies and by arrangements that 
are deemed practical. An employer 
has several options in dealing with this 
problem, namely: 


they undergo eye tests by their own © 
oculists or optometrists. Moreover, 
the requirement may extend to reex. | 
aminations at stated intervals, depend- | 
ing on age levels and individual eye 
conditions. Eye tests, it should be 
known, have an _ incidental benefit, 
They disclose certain serious diseases — 
earlier than they might otherwise be- 
come known, with the resultant bene- 
fits that may arise from earlier 
warning. 

2. A variation of the first op- | 
tion is that involving the designation ~ 
of an oculist or optometrist in the | 
vicinity of the office to examine all 
employees. The group arrangement 
may possibly result in some economy 
and the burden of the expense is a 
matter for each firm’s own decision. 

3. Group tests can be arranged at © 
your office, with only about ten min- © 
utes required per person. A nonprofit 7 
organization that arranges such group — 
examinations is the New York State | 
Vision Services, Inc., with headquat- 
ters in Albany, New York. 

Accountants may also render a _ 
valuable service to clients by directing © 
their attention to the importance of © 
good vision as an element of em 


1. Require of all employees that ployee efficiency. 


ACCOUNTANTS’ FEES 


Adequate incomes for public accountants are essential if public 
accountants are to consolidate their position as independent financial 
advisers to the commercial community, and to attract the right type 
of recruit to the profession. We congratulate those who have worked 
so hard in recent years to improve the internal economics of the pro- 
fession and urge all public accountants to do their utmost to improve 
the management of their practices, and to charge scale fees, which 
are fair and reasonable both to clients and to themselves. Public 
accountants who fail to give due weight to these considerations render 
a disservice to themselves and to their chosen profession, and ultimately 
to their clients as well. 


EpiTorIAL, “Professional Incomes,” 
The Accountants’ Journal [New Zealand], June 1959 
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Payroll Tax Notes 


Conducted by SAMUEL S. REss 


RECENT UNEMPLOYMENT 
INSURANCE DECISIONS 


Claimant, a junior accountant, filed 
a claim for benefits. He had been em- 
ployed by a firm of certified public 
accountants from December 1957 to 
January 1959. Shortly after the com- 
mencement of his employment, claim- 
ant was assigned to one of the firm’s 
clients to audit their books. A short 
time thereafter the client requested 
him to devote all his time to bookkeep- 
ing operations. For the ensuing ten- 
month period, claimant did no auditing 
of any kind but devoted his full time 
to keeping the client’s books. Claim- 
ant was preparing to take the state 
examination for the CPA certificate 
and became concerned that the per- 
formance of the bookkeeping function 
did not fulfill the requirements of the 
law as to experience. He spoke to his 
superior and asked for another assign- 
ment with duties sufficiently varied 
so that he could meet the experience 
requirements. He was told that no 





SAMUEL S. RESS, an associate member of 
our Society since 1936, is a member of the 
New York and Massachusetts Bar. He is 
engaged in public practice in his own office 
in New York City specializing in payroll 
taxation and labor-management matters. Dr. 
Ress was formerly a member of the Society’s 
Committee on New York State Taxation and 
chairman of its Subcommittee on Unem- 
ployment Insurance. 


new assignment was available to him 
and claimant tendered his resignation 
to be effective three weeks hence, 

The referee sustained the initial de- 
termination of the Industrial Com- 
missioner disqualifying claimant from 
receiving benefits on the ground that 
he left his employment without good 
cause. 

The Appeal Board, in Case No. 
68,939-59, reversed the referee’s rul- 
ing and pointed out that the claimant 
had accepted employment as a junior 
accountant so that he could qualify for 
the CPA examinations. Instead he 
was assigned to work as a bookkeeper 
for one firm. The Board held that a 
junior accountant is one who verifies 
additions, checks and audits postings 
and vouchers, analyzes accounts, and 
prepares statements, working under 
supervision. On the other hand, the 
Appeal Board stated that a bookkeeper 
is a person engaged in a clerical occv- 
pation who keeps a complete and sys- 
tematic set of records of business 
transactions of an establishment, et 
amining and recording transactions in 
record books and forms. The Board 
pointed out that the fact that claimant 
was working for a firm of public ac 
countants does not alter the fact thal 
he was by the nature of his assigt- 
ment working for an establishment a 
a bookkeeper. If claimant had beet 
offered such employment in the first 
instance he would have been justified 
in refusing it by reason of his qual 
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fication for a much higher level of 
work. 

In Appeal Board Case No. 68,663- 
59, the right of a former principal 
stockholder in a business to claim un- 
employment insurance benefits after 
the sale of his stock in the business 
was decided in favor of the claimant. 

The claimant and another individ- 
ual were partners in a business until 
1957 when they formed a corporation. 
The other partner became president 
of the corporation while the claimant 
served as secretary-treasurer. The 
claimant and his wife each held 25 
percent of the capital stock of the 
corporation. The other 50 percent of 
the stock was held by the other officer 
and his wife. Differences arose be- 
tween the officers regarding the opera- 
tion of the business and their rela- 
tionship became strained. It was de- 
cided that claimant and his wife should 
sell their stock to the other stock- 
holders and the claimant severed his 
connections with the business in No- 
vember 1958. In December 1958, the 
claimant filed for benefits, and the 
employer-corporation protested on the 
ground that claimant had left his em- 
ployment voluntarily without good 
cause. The referee found that the 
claimant sold his stock for purely per- 
sonal reasons and held that he was 
disqualified from receiving benefits. 

The Appeal Board reversed the 

referee, stating that it is sufficient in 
this case that claimant sold his stock 
to his associate because personal dif- 
ferences as to the management of the 
business arose between them. It is un- 
reasonable to require that the business 
deteriorate because of such conflict to 
such a point as to produce a loss in 
the value of the stock. 
_In dealing with this general situa- 
tion, the Division of Employment has 
issued a policy statement in which 
they state: 

These considerations lead, in the light of 





TODD 


Personnel Service 





Our Accounting Placement 
is professionally oriented! 


We just wouldn’t be happy unless 
our screening was completely re- 
sponsible. Every candidate in our 
abundant files is efficiently and 
pleasantly interviewed on specific 
experience, employment goals, po- 
tential strengths, integrity and per- 
sonality. 


In the following categories: 


COST COMPTROLLERS 
BUDGET TREASURERS 
TAX OFFICE MGRS. 
JUNIORS PUBLIC SENIORS PUBLIC 
SEMI-SENIORS MANAGERS 
PUBLIC PUBLIC 
JUNIOR CHIEF 
ACCOUNTANTS ACCOUNTANTS 
SYSTEMS AUDITORS 


BOOKKEEPERS FULL CHARGE 
BOOKKEEPERS ASSISTANTS 


Recommended by: 


COCA-COLA BOTTLING CO. 
GEIGY CHEMICAL CORP. 
GENERAL MILLS, INC. 
UNITED PARCEL SERVICE 


UNITED STATES PLYWOOD 
SERVICE CORP. 

(Due to the American Institute Of 

Accountants’ Code, our Public Ac- 

counting endorsement remains silent.) 





Very truly yours, 


a 


Member 


American Management Association 
and 
National Association of Accountants 


50 CHURCH ST., NEW YORK 
WOrth 4-8410 











PAYROLL TAX NOTES @ 601 








the result in this case, to the conclusion 
that the conduct of personal financial af- 
fairs, such as the sale of corporate stock, 
should be disregarded in determining bene- 
fit rights. If an individual, presumably for 
good and sufficient reasons from his point 
of view, sells a stock interest, no finding 
should be made that this is “without good 
cause.” It can probably be stated generally 
that a claimant’s financial affairs, and fi- 
nancial advantages or disadvantages con- 
nected with his course of action in that 
respect, unless directly related to the em- 
ployment as such, are outside the scope of 
local office investigations relating to rights 
to unemployment benefits. 


THE QUARTERLY FACTOR AND 
VACATION PAYMENTS 


One of the factors used in deter- 
mining an employer’s experience rating 
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is the Quarterly Factor. This factor 
is determined by totalling the per. 
centage decrease, if any, in remunera- 
tion paid from one quarter to the 
next, for any of the three fiscal years 
immediately preceding the July 1st 
computation date for which the em- 
ployer has been liable for unemploy- 
ment insurance contributions. 

Frequently, employers make vaca- 
tion payments to their employees in 
advance of the vacation period. If such 
an advance is made, for example, at the 
end of June while the actual vacation 
period takes place in July, the em- 
ployer’s second-quarter payroll, nor- 
mally covering 13 weeks is increased 
to 14 or 15 weeks, and his third-quar- 
ter payroll is reduced from 13 weeks 
to 12 or 11 weeks. This brings about 
an artificial drop in remuneration for 
the third quarter from the preceding 
second quarter, and a quarterly de- 
crease quotient results. This quarterly- 
decrease quotient results in diminishing 
the quarterly factor to which an em- 
ployer may otherwise be credited for 
experience-rating purposes. The meas- 
ure enacted at the last session of the 
State legislature permits an employer 
to request apportionment of payments 
covering vacation periods to the proper 
calendar quarter. This new provision 
in the law becomes effective on and 
after July 1, 1959. 

Under the regulations promulgated 
by the Industrial Commissioner a rfe- 
quest, pursuant to Section 581, for the 
apportionment of remuneration for ex- 
perience rating purposes shall be made 
before October 1, 1959 with respect 
to payments made between July |, 
1958 and June 30, 1959. This is also 
applicable to reapportionment of an- 
nual bonus payments or other lump- 
sum amounts for services performed 
for a period in excess of three months 
during the fiscal period. It also applies 
to reallocation of remuneration paid 
on a bi-weekly basis. 
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Federal Taxation 


Decisions and Rulings—Ruicuarp S. HELSTEIN, CPA 


Commentary 


—Committee on Federal Taxation 


Chairman, HERBERT M. MANDELL, CPA 


DECISIONS AND RULINGS 


DEFERRAL OF PREPAID INCOME 


For many years accountants have 
bemoaned the lack of correspondence 
between accepted principles of ac- 
counting and accounting for tax pur- 
poses. One of the thorniest problems 
has been the treatment of receipts in 
one year for services to be performed 
in subsequent years. Under accepted 
accounting principles, the income 
should be reported when earned; under 
tax law, stemming from a “claim of 
right” doctrine (see North American 
Oil Consolidated v. Burnet, 1932, 286 
US 417), the receipts in most cases 
have been held to be income in the 
year received. In the 1954 IRC, Sec- 
tion 452 was enacted to solve this 
problem, but was subsequently and ret- 
roactively repealed in order to pro- 
tect the revenue. In 1958, Section 
455 was added to the code to allow 
the reporting of subscriptions to peri- 
odicals, newspapers and magazines to 
be deferred over the life of the sub- 
scription. This did not apply to other 
service payments received in advance. 

In 1955 and 1956, two cases were 
decided by the Court of Appeals which 
indicated that where the liability to 
perform the services could be definitely 


determined, the deferred method was 
proper (Beacon Publishing Co. \. 
Com., CA-10, 1955, 218 F(2d) 697, 
and Schuessler et al v. Com., CA-6, 
1956, 230 F(2d) 722). That these 
decisions were to apply only to situa- 
tions where the liability was fixed and 
the times of fulfillment determinable, 
was clearly set forth in the Supreme 
Court decision in Automobile Club of 
Michigan v. Com. (1957, 353 US 
180) which distinguished the former 
cases as follows: 

Beacon Publishing Co. v. Commissioner, 
218 F(2d) 697 and Schuessler v. Commis: 
sioner, 230 F(2d) 722 are distinguishable 
on their facts. In Beacon, performance of 
the subscription, in most instances, was, In 
part, necessarily deferred until the publica- 
tion dates after the tax year. In Schuessler, 
performance of the service agreement Ie- 
quired the taxpayer to furnish services at 
specified times in years subsequent to the 
tax year. In this case [Automobile Club], 
substantially all services are performed only 
upon a member’s demand and the tax 
payer's performance was not related to fixed 
dates after the tax year. We express n0 
opinion upon the correctness of the de 
cisions in Beacon or Schuessler. 


In a recent case, the Second Circuit 
Court of Appeals has propounded 4 
new approach in reversing the Tat 
Court which followed the Automobile 
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Club of Michigan decision. In this 
case, the taxpayer, who was on the 
accrual basis, sold television service 
contracts under which it was liable for 
service for twelve months. The tax- 
payer allocated 25 percent of the con- 
tract price to installation and deferred 
the balance over a twelve-month pe- 
riod based upon its prior experience 
that 8 to 12 service calls were made 
during the period of the contract. 
Stating that the question was 
whether the taxpayer’s method of ac- 
counting did or did not clearly reflect 
its income, the Court held that the 
payment could not be considered to 
be earned until the taxpayer had dis- 
charged its liability under the con- 
tracts. It stated that the Commissioner’s 
method would distort income and that 
the distortion would be heightened by 
the imposition of the tax in the year 
of receipt. The Court distinguished 
the Automobile Club decision on the 
grounds that the club deferred the 
amount of dues on a pro rata monthly 
basis which was “purely artificial;” 
that the services of the club which were 
rendered “on demand” could have 
been restricted or even discontinued in 
a subsequent year at the Club’s discre- 
tion when a member voluntarily termi- 
nated his membership, without any 
legal requirement for refund of dues 
paid; and that there was no proof that 
the actual expenses incurred were 
“matched” with the related earnings 
based upon an equal monthly alloca- 
tion of revenue. The Court pointed 
out that in the wintertime there might 
well be many more service calls than 
at any other time in the year. (Bress- 
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is chairman of the Committee on Publica- 
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Committee on Federal Taxation. Mr. Hel- 
stein is associated with J. K. Lasser & Co. 


ner Radio Inc. v. Com., CA-2, 
5/28/59.) 

This decision raises many questions. 
The first, of course, is whether the 
distinction between this case and the 
Automobile Club case will stand up 
if the government appeals this case 
to the Supreme Court. The second 
question is whether other types of ser- 
vice organizations which are paid in 
advance for contracts to be serviced 
in a subsequent period can allocate 
the income with sufficient accuracy so 
that it will not be deemed to be “arti- 
ficial.” Finally, there is a question of 
whether the Courts, in any subsequent 
cases, will attempt to interpret Con- 
gressional intent. Since Congress re- 
pealed Section 452 which permitted 
the deferral of income based upon 
experience, and enacted Section 455 
limited only to subscriptions to publi- 
cations, it may be that Congress in- 
tended to exclude service contract busi- 
nesses. It is most encouraging, how- 
ever, to note the weight and emphasis 
placed by the Court on “sound ac- 
counting principles.” 


REPURCHASE OF STOCK NOT 
EQUIVALENT TO DVIDEND 


The five stockholders of a corpora- 
tion entered into an agreement wherein 
it was agreed that upon the death of 
any one of the five stockholders, the 
surviving stockholders would purchase 
from his estate all of his stock at book 
value within 90 days after his death. 
Upon the death of two of the stock- 
holders in two consecutive years, the 
survivors found they did not have 
sufficient funds to purchase the stock 
of one, much less two, of the dece- 
dents. To carry out the contract, and 
to avoid having the stock fall into the 
hands of outsiders, the remaining 
stockholders acted as conduits and 
immediately sold the stock to the 
corporation, which paid for it out of 
surplus. The stock was held in the 
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treasury and, after a 100 for 1 stock 
split, about 25 percent of it was sold 
to key employees. 

The Tax Court denied the Commis- 
sioner’s contention that the transaction 
was substantially equivalent to a divi- 
dend to the three surviving stockhold- 
ers. It reasoned that the avoidance of 
allowing the entry of outsiders into 
the proprietary interest was a sound 
business purpose. It further argued 
that there was no economic benefit to 
the surviving shareholders since they 
had no greater ownership interest after 
the transaction, nor did they retain 
any cash (this was paid to the estates 
of the decedents). The Court also 
adverted to the sale of the repurchased 
stock and the good dividend record of 
the corporation. It distinguished the 
instant case from those cases where 
the use of corporation funds to sat- 
isfy the personal obligations of a stock- 
holder was held to be equivalent to a 
dividend. (John A. Decker et al; 32 
TC No. 32.) 

In another case, however, the Tax 
Court held that there was a dividend 
resulting from the redemption of pre- 
ferred stock by a corporation for the 
purpose of satisfying the two stock- 
holders’ debts to such corporation. 
The particular interest in this case is 
the listing by the Court of the criteria 
for determining whether a distribu- 
tion is essentially equivalent to a divi- 
dend (Genevra Heman, et al., 32 TC 
No. 44.) 


Among these criteria are: the presence 
or absence of a bona fide corporate busi- 
ness purpose; whether the action was in- 
itiated by the corporation or by the share- 
holders; did the corporation adopt any plan 
or policy of contraction, or did the trans- 
action result in a contraction of the corpo- 
ration’s business; did the corporation con- 
tinue to operate at a profit; whether the 
transaction resulted in any _ substantial 
change in the proportionate ownership of 
stock held by the shareholders; what were 
the amounts, frequency, and significance of 
dividends paid in the past; was there a suf- 


ficient accumulation of earned surplus to 
cover the distribution, or was it partly 
from capital. 


STOCK OPTIONS 


Restricted stock options need not 
be uniform if they meet the require. 
ments of Section 421(d), IRC 1954, 
Thus, where a corporation’s stock op- 
tion plan provides for a higher option 
price to those stockholders holding 
more than 10 percent of the corpora- 
tion’s stock than to those holding 10 
percent or less, the qualification of the 
individual options would not be af- 
fected. (Rev. Rul. 59-198, IRB 
1959-23, 14.) 


CONTINUITY OF INTEREST NOT A 
REQUISITE IN A RECAPITALIZATION 


An exchange of debenture bonds for 
common stock was held to be a non- 
taxable exchange, where the purpose 
of the recapitalization was the elimi- 
nation of dissident minority share- 
holders. 

The contention of the Commissioner 
that the exchange lacked the requi- 
site continuity of proprietary interest 
as enunciated in Pinellas Ice & Cold 
Storage Co. v. Com. (1933, 287 US 
462) and Le Tulle v. Scofield (1940, 
308 US 415) was denied on the 
grounds that the doctrine promulgated 
in those cases was applicable only in 
the case of a merger or consolidation 
of two corporations. Since the instant 
case involved merely the recasting of 
the financial structure within a single 
corporation, the “continuity of inter- 
est” doctrine was not applicable. (Alan 
O. Hickok, 32 TC No. 8.) 

This theory is not a new one (See 
Clarence J. Schoo, 1942, 47 BTA 
459; Wolf Envelope Co., 1951, 17 TC 
471, Davis v. Penfield, 1942, 105 F. 
Supp. 292, aff'd, 205 F(2d) 798). It 
is noteworthy, however, that although 
the Court held that the business pur- 
pose was the elimination of dissident 
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minority groups of shareholders, the 
objective had been substantially ac- 
complished through redemption prior 
to the recapitalization. Further, the 
great majority of the stockholders, in- 
cluding the taxpayers who were offi- 
cers of the company, exercised the 


option to exchange all or a part of 
their stockholdings for the bonds. As 
a result, the estate of the founder of 
the company, which did not participate 
in the exchange, enjoyed a percentage 
increase of equity ownership from 
63.21 percent to 91.14 percent. 





COMMENTARY 

150 PERCENT DECLINING- Wises ———— Usteen 
es eee i Daal $150.00 $850.00 

The 1954 code allows the use of , ETS 127.50 722.50 
the “200 percent declining-balance” y soseeennseennneennny a pte 
method and the sum-of-the-years-digit = g"""""—_ 7°39 443.70 
method in computing depreciation. = 6.000... 66.56 377.14 
However, the use of these methods is , Ee 56.57 320.57 
limited to new tangible property ac- ; sovseeanneennneneny prope bg 
quired or constructed after December yg" 34.74 196.87 


31, 1953 having a useful life of 3 
years or more. The Commissioner has 
approved the use of the “150 percent 
declining-balance” method for tangible 
property which does not meet the re- 
quirements for the above methods, 
such as in the case of the acquisition 
of used machinery. (Rev. Rul. 57- 
352.) However, taxpayers should be 
aware of the limited advantage gained 
from the use of the 150 percent de- 
clining-balance method before electing 
such method. The following example 
illustrates this point. 

Assume that a taxpayer acquires a 
used machine at a cost of $1,000 
which has a remaining useful life of 
10 years and no salvage value. If the 
taxpayer uses the straight-line method 
of depreciation, he would be entitled 
to a depreciation deduction of $100 
per year during the entire 10-year 
period. If the taxpayer elects to use 
the 150 percent declining-balance 
method, he will be entitled to depre- 
ciation deductions as follows: 


It can be seen that the taxpayer 
would be entitled to depreciation de- 
ductions under the 150 percent declin- 
ing-balance method in excess of the 
amount he would be entitled to under 
the straight-line method only during 
the first 3 years he owned the machine. 
Thereafter, depreciation would be less 
than under the straight-line method. 
Furthermore, at the end of the 10-year 
life of the machine, the taxpayer would 
have received depreciation deductions 
amounting in total to only slightly 
more than 80 percent of the cost of 
the machine. Thus, the taxpayer pays 
a heavy penalty in order to obtain a 
small advantage during the first 3 
years of the life of the machine under 
this method. 

It should further be noted that, un- 
like the 200 percent declining-balance 
method, the taxpayer is not entitled to 
change from the 150 percent declining- 
balance method to the straight-line 
method whenever he so desires. In 
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order to make such a change, he must 
first obtain the consent of the Com- 
missioner. (Rev. Rul. 57-510.) 


TRUSTEES’ COMMISSIONS 
AND CASH BASIS TRUST 


A simple trust preparing its income 
tax returns on the cash basis would 
ordinarily determine the amount of 
the distributable net income by reflect- 
ing all cash income received and de- 
ducting the appropriate expenses paid. 
Thus, for example, let us assume the 
following facts: 

Interest and dividends received.... $10,000 
Administration expenses paid 

(This figure does not include 

trustees’ commissions since no 

commissions were paid during 

RENE) soccctseesscevescvdcusssesossseecs 100 


Distributable net income.............. 


The deduction for distributions to 
beneficiaries would be the lesser of 
(1) the $9,900 distributable net in- 
come shown above, or (2) the income 
required to be distributed currently. 
This latter amount would be deter- 
mined in accordance with the meaning 
of the word “income” under local 
law. 

If this were a New York trust, an 





COMMITTEE ON FEDERAL TAXATION 


HERBERT M. MANDELL, CPA, Chairman, 
Clarence Rainess & Co. 

NorMAN AUERBACH, CPA, Lybrand, Ross Bros. 
& Montgomery 

BERNARD BaRNeETT, CPA, Apfel & Englander 

STANLEY H. BECKERMAN, CPA, Eisner & Lubin 

SIDNEY BLUMENBERG, CPA, own account 

PHitip D. Brent, CPA, B. Waltzer & Co. 

Leonarp H. Carter, CPA, Blumberg, Block & 


Carter 
ALBert H. CoHEeN, CPA, Price Waterhouse & Co. 


ARTHUR J. Dixon, CPA, Oppenheim, Appel, 
Payson & Co 

NATHAN EIDENBERG, CPA, S. D. Leidesdorf & Co. 
Harry Z. GARIAN, CPA, Haskins & Sells 

J. R. Goucu, CPA, Arthur Young & Co. 
BERNARD KAYE, CPA, Seidman & Seidman 

PETER J. LABARBERA, CPA, MacDevitt & LaBarbera 
JosEPH LEVEE, CPA, Touche, Niven, Bailey & Smart 
WiLcarp R. PoweLt, CPA, Ernst & Ernst 
Leonarp B. SALWEN, CPA, Anchin, Block & Anchin 
Leo Spanporr, CPA, Kohleriter & Spandorf 


understanding of New York fiduciary 
accounting principles is necessary to 
determine the amount of income to be 
distributed currently. Under New York 
law, income commissions must be fe. 
served and, if not reserved and the 
full income is paid out to the bene. 
ficiaries, the trustee loses all right to 
these commissions. Let us further as- 
sume in addition to the facts set forth 
above that the income commissions 
that should have been reserved on 
$10,000 income received would 
amount to $360. It would follow that 
the income required to be distributed 
under New York law would be calcu- 
lated as follows: 
Interest and dividends re- 
COIN acseasinisscxestacssectines 
Deductions: 
Administration expenses 
oi : Oa ener eee eee 


Trustees’ commissions 
reserved (accrued)... 360 


$10,000 


$100 


Total deductions 460 


Income required to be dis- 


tributed currently ........ $ 9,540 








The deduction for distributions to 
beneficiaries would be, therefore, the 
$9,540 required to be distributed cur- 
rently, rather than the $9,900 “dis- 
tributable net income” amount, inas- 
much as this is the lesser amount. 

We are then faced with the follow- 
ing problem. Let us assume that the 
return is prepared to show only cash 
receipts and expenditures: 
Interest and dividends re- 

ERVIRG ccc cies tceanncspscnvascees 
Deductions: 

Administration ex- 

WSS cers sesceseces $ 100 

Deductions for distri- 

butions to benefici- 
aries (above) 


$10,000 


Total deductions 9,640 


Taxable income before 
EXEMPTION .....esceeeseeeeee $ 360 
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Thus, in spite of the fact that all 
of the income is required to be distrib- 
uted currently, the trust would have to 
pay part of the tax on such income. 
It is probable that the solution to 
this apparent contradiction lies in 
the treatment of the trustees’ com- 
missions. Even though the trust re- 
ports on a cash basis, where local law 
requires income commissions to be re- 
served it might be proper to take the 
deduction for such commissions in the 
year reserved (accrued). Inasmuch 
as this may be held to violate the 
definition of “cash basis,” it would be 
advisable to pay the trustees’ commis- 
sions wherever possible. 

Although the answer to this problem 
is not covered in either the law or 
regulations, the solution set forth above 
is indirectly supported in the report of 
the Advisory Group on Subchapter J 
of the Internal Revenue Code of 1954 
to the Mills Committee. The report 
discusses the determination of distrib- 
utable net income where the income 
beneficiary dies during the taxable 
year of the trust. Commenting on this 
section the Committee states that the 
share of income to be shown on the 
beneficiary’s final return should reflect 
his share of the gross income received 
by the trust up to the date of death 
“reduced by deductible items properly 
charged against such share of income, 
whether paid before or after the date 
of death.” An example in the Com- 
mittee’s comments on this subsection 
shows such an adjustment for a “re- 
serve for expenses properly charge- 
able against the income account” 
including an item of income commis- 
sions, 

Although the Committee report 
speaks of this adjustment only with 
relation to the year the income bene- 
ficiary’s interest terminates, it may be 
inferred that a similar adjustment might 
be made in prior years for a deduction 
such as income commissions which is 


properly chargeable under applicable 
local law in determining the income 
currently distributable to beneficiaries. 

In any event, as noted previously, 
the “accrual” on the trust’s income 
tax return of the deduction for income 
commissions which must be reserved 
under local law appears to be the best 
practical solution to the problem posed. 


DENIAL OF SUBCHAPTER S LOSS 
TO DECEDENT STOCKHOLDER 


The deductibility of corporate net 
operating losses by the stockholders is, 
of course, one of the more important 
advantages of Subchapter S. The pro- 
posed regulations issued in March 
1959 point up one situation where a 
portion or all of an operating loss may 
be wholly lost. The statute provides 
(Section 1374(b)) that “Each person 
who is a shareholder of an electing 
small business corporation at any time 
during a taxable year of the corpora- 
tion in which it has a net operating 
loss shall be allowed as a deduction 
from gross income, for his taxable 
year in which or with which the tax- 
able year of the corporation ends .. .” 

Take the case of a calendar-year 
electing corporation owned equally by 
two stockholders. One of the two 
stockholders dies on November 30, 
1959 and his estate makes a timely 
consent to continue the Subchapter S 
election. The final return of the de- 
ceased stockholder, who had been on 
a calendar year basis, covers the pe- 
riod January 1, 1959 to November 
30, 1959. This is true whether or not 
his income for that period is included 
in a joint return with his surviving 
spouse. 

If the corporation incurred a net 
operating loss for the year 1959, 
no portion of the loss attributable to 
the deceased stockholder (50% of 
11/12 of such loss) would be de- 
ductible in the final return of the de- 
cedent, nor would it ever be deductible 
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by anyone else. This follows from 
the fact that the eleven-month tax- 
able year of the decedent is not a 
taxable year in which or with which 
the taxable year of the corporation, 
during which the loss was incurred, 
ends. This is a harsh result but the 
proposed regulations appear to follow 
the statute. The only cure lies in 
action by Congress. 


ORDINARY LOSSES ALLOWED 
ON TWO TYPES OF STOCK 


The Technical Amendments Act of 
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Reply Box SP 102, NYCPA. 
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1958 contained two provisions alloy. 
ing stockholders an ordinary deduction 
on the sale, exchange, or worthless. 
ness of corporate stock. These two 
situations are covered by Sections 124? 
and 1244 of the Internal Revenue 
Code and are very easily confused, 
Even the titles add to this confy. 
sion. One section is called “Losses 
on Small Business Investment Com- 
pany Stock” and the other carries the 
title “Losses on Small Business Stock.” 
Yet the types of corporations involved 
are very different and both are im- 
portant. 


Section 1242 covers corporations 
licensed by the Small Business Admin- 
istration under the Small Business In- 
vestment Act. The purpose of these 
corporations is to provide financing 
in the form of convertible debentures 
or long-term loans to relatively small 
companies whose shares are not pub- 
licly held. The licensed investment 
company must have at least 10 share- 
holders and a minimum paid-in capi- 
tal of $300,000. The Small Business 
Administration may provide up to 50 
percent of the minimum capital by 
purchasing subordinated debentures 
from the company and may, in addi- 
tion, lend the company additional 
funds up to 50 percent of its paid-in 
capital. The rules and regulations are 
complicated and only a limited nun- 
ber of companies have been licensed 
to date. One of such companies offered 
its shares for sales in a public under- 
writing. It should be noted that there 
are no maximum limitations on the 
amount of capital or the number of 
shareholders. This type of investment 
may be attractive to high-bracket tax 
payers because of the ordinary deduc- 
tion feature for losses and the poten- 
tial long-term capital gain on profits. 


“Small Business Stock” is defined in 
Section 1244 and undoubtedly has 
much broader application. Generally, 
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more than 50 percent of the income 
of a corporation issuing such stock 
must come from non-personal holding 
company sources. On the other hand, 
an investment company covered by 
Section 1242 may very well fall within 
the definition of a personal holding 
company. In addition, to make sure 
that the tax advantage is limited to 
small businesses, the statute imposes 
capital limitations on the corporation 
of $500,000 of new investments after 
June 30, 1958 and of $1,000,000 
of over-all capital (including accumu- 
lad earnings) regardless of when 
received or accumulated. Section 
1244 contains other technical limi- 
tations and requirements which must, 
of course, be carefully complied 
with. These include a limitation of 
$25,000 per year ($50,000 on a 
joint return of husband and wife) on 
ordinary loss deductions under such 
section. If qualification is possible, 
the tax opportunity of an ordinary de- 
duction for losses should certainly be 
considered in connection with any new 
venture. 


ALLOCATION OF CONSOLIDATED 
INCOME TAXES 


A parent corporation has an 80 
percent owned subsidiary with which it 
filed a consolidated federal income tax 
return for 1958. In order to treat the 
minority shareholders of the subsidi- 
ary in an equitable manner, the parent 
has adopted an accounting procedure 
under which the parent acts as a clear- 
ing house and charges the subsidiary 
with an amount equal to the federal 
income tax which the subsidiary would 
have paid in respect to a given year 
had such subsidiary always filed a 
separate return. Conversely, the par- 
ent pays the subsidiary, when it has 
suffered a loss during a given year, an 
amount equal to the tax refund which 
such subsidiary would have been en- 
titled to had it filed a separate return 
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for the current year and preceding 
years. If the subsidiary sustains a loss 
during a given year which cannot be 
carried back on a separate return basis, 
and the subsidiary does not realize 
taxable income during the next five 
years, no amount is paid to the sub- 
sidiary by the parent for the use of 
that year’s loss in its consolidated fed- 
eral income tax return. Under this 
procedure, the parent reaps the bene- 
fit of any excess taxes payable on a 
separate-return basis over taxes pay- 
able on a consolidated-return basis 
and, conversely, bears the burden of 
any additional taxes payable on a con- 
solidated-return basis over the total 
taxes payable on a_ separate-return 
basis. Thus, the parent bears the 
burden of the 2 percent additional tax 
payable for the privilege of filing a 
censolidated return. It would seem 
that the minority shareholders of the 
subsidiary have been equitably treated 
under this procedure. But what is the 
effect of a payment during 1959 by 
the subsidiary to the parent in respect 
to the subsidiary’s 1958 federal income 
taxes when a consolidated return will 
not be filed for 1959? 

Section 1552 of the Internal Rev- 
enue Code provides specific rules for 
determining the earnings and profits of 
each member of an affiliated group as 
a result of allocating the tax liability 
on a consolidated return. A taxpayer 
is required to elect in its first consoli- 
dated return filed for a taxable year 
beginning after December 31, 1953 
whichever prescribed method it de- 
sires to use. If no election is made, 
the taxpayer will be deemed to have 
elected to use the first method pre- 
scribed by that section. None of the 
specific methods prescribed by Section 
1552 permits the use of the inter- 
company cash settlements outlined 
above. Section 1552 is not clear as 
to whether an amount paid by a sub- 
sidiary to its parent in excess of the 


allocated tax liability under such sec. 
tion is deemed to be taxable income 
to the parent. However, the Comnis. 
sioner and the courts take the posi- 
tion that such excess is taxable to the 
parent as a dividend. (Beneficial Cor. 
poration Vv. Commissioner, CA-3, 
1953; affirming, per curiam, 18 TC 
396.) 

Of course, the treatment of part or 
all of these payments by the subsidiary 
to the parent as a dividend is only im- 
portant in respect to the payments 
made during a year for which a con- 
solidated return is not filed. If a con- 
solidated return is filed, actual divi- 
dends and payments deemed to be 
dividends between members of the 
affiliated group are eliminated in de- 
termining consolidated taxable income, 
For this reason, it has been suggested 
that the payments under the tax allo- 
cation plan outlined above be esti- 
mated and made prior to the end of 
a taxable year for which a consoli- 
dated return is to be filed. In this way, 
the amount which might be treated as 
a dividend will be substantially de- 
creased, or possibly eliminated, if con- 
solidated returns for the subsequent 
year are not filed. 

Another question arises as to the 
tax consequences of the payments by 
the parent to the subsidiary for a year 
in which the subsidiary sustains a loss, 
in lieu of taxes which would have been 
refundable to the subsidiary had the 
subsidiary always filed on a separate 
basis. The Commissioner has issued 
private rulings in the past wherein he 
has taken the position that these pay- 
ments should be treated as a contti- 
bution to the capital of the subsidiary 
by the parent. It would follow that 
the basis of the stock of the subsidiary 
in the hands of the parent would be 
increased by this amount. Neither the 
parent’s nor the subsidiary’s accumw 
lated earnings and profit for tax pur 
poses would be affected. 
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Classified Section 


“Situations Wanted” 10¢ a word, minimum 
Box number, when used, is two 


RATES: “Help Wanted” 20¢ a word, minimum $5.00. 
$2.00. “Business Opportunities’ 15¢ a word, minimum $3.00. 
words. Closing date, 10th of month preceding date of issue. 


ADDRESS FOR REPLIES: a number, The New York Certified Public Accountant, 355 Lexington 
N. 


Avenue, New York 17, 


HELP WANTED 


CPA, experienced as office and staff man- 


ager, desired by CPA firm with large tax 
practice, LLB helpful, submit detailed res- 


ume with salary requirements. Box 1776. 
CPA, wants experienced junior, part-time, 
share with other CPA. Box 1777. 

Utica Area, CPA or public accountant 
wanted by CPA firm for audit work on per 
diem basis, 5-8 days per month, state ex- 


perience, age, rate. Box 1785. 
SITUATIONS WANTED 


Immediately Available, accountants, office 
manager, bookkeepers. Bookkeepers & Ac- 
countants Division, Maxwell Employment 
Agency, 130 West 42nd Street, N. Y. C., 
telephone LOngacre 4-1740. 

Financial Executive, CPA, law degree, many 
years diversified experience, public, private, 
recently assistant comptroller national man- 
ufacturing company seven years, seeks more 


challenging opportunity, salary open. Box 
1765. 

CPA, attorney, tax specialist, former rev- 
enue agent and technical adviser, seeks 
per diem arrangement involving tax re- 
search, planning, protests, and audits. Box 
1767. 

Financial Reports, tax returns, etc., typed 


expertly, experienced, electric, 
and delivered, reasonable rates. 
MU 7-3890, FI 7-1312. 

Per diem, CPA, law degree, 15 years varied 
tax and audit background, will travel. Box 
1768. 

Tax Accountant, M.B.A., specialist in fed- 
eral and State taxes, desires tax position of 
responsibility either with public or private 
firm. Box 1769. 

Management Advisory Services position de- 
sired by CPA, 36, Beta Gamma Sigma, 13 
years public and private experience. Box 
Pees 

Bookkeeper, male, 15 years heavy diversi- 
fied experience, complete GL work includ- 


picked up 
L. Corona, 


ing trial balance, payrolls, payroll taxes, 
typing, currently employed but readily 
available. Box 1780. 


614 @ THE 


NEW YORK CERTIFIED PUBLIC ACCOUNTANT 


CPA, tax accountant, LLM taxation, ex. 
perienced tax research, planning, protests 
and petitions, available per diem N. Y. ¢. 
area. Box 1781. 

Accountant, CPA, mature, available two to 
three days weekly, good tax and audit back. 
ground, intricate records maintenance, pub- 
lic or private. Box 1784. 

CPA, seeks challenging position in con. 
troller or administrative fields utilizing ex- 
perience including last seven years of te. 
sponsible assignments with large public firm 
and prior private experience. Box 1787. 

Accountant Tax, LL.B., five years CPA ex- 
perience, desires permanent position with 
tax department of CPA firm, or similar em- 
ployment in the tax field. Box 1788. 

Per diem, CPA, 34, 12 years varied ex- 
perience, monthly audits and tax back 
ground, personable, available two days a 
week, member of NYSSCPA and AICPA. 
Box 1789. 


BUSINESS OPPORTUNITIES 


Mail and Telephone Service, desk provided 
for interviewing, $6.50 per month, directory 
listing. Modern Business Service, 505 Fifth 
Avenue (42nd Street). 

Practice Wanted, substantial terms, know- 
how offered overburdened or retiring prac- 
titioner, CPA, N. Y., N. J., AICPA, IE. 
MBA. Box 1770. 

Well Equipped CPA Firm, will purchase all 
or part of the practice of overburdened or 
retiring accountants, substantial cash or at: 
tractive retirement arrangements will te 
offered. Box 1771. 

Certified Public Accountants, midtown, 
practice $125,000 to $150,000, seek merger 
with practitioner grossing $75,000 or better 
Box 1773. 

We Act As Your Secretary, mail, telephon 
service, $5.00 per month, mail and messages 
forwarded, private desks and offices avail 


able, convenient to all transportation 
Abbott Service. 147 W. 42nd St., Cot 
Broadway. 
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BUSINESS OPPORTUNITIES 


CPA, with attractive office in Broadway- 
Chambers Street area wishes to share same 
with another practitioner, $35.00 per month. 
WO 2-0570. 

CPA, attorney, 37, gross fees $13,000.00, 
desires association with retiring practitioner 
or progressive firm. Box 1778. 

CPA, young, grossing $23,000, free time 
available, seeks association with overbur- 
dened practitioner. Box 1779. 

CPA, Society member, young, 15 years top 
experience, presently partner in small firm, 
seeks association with practitioner or firm 
that can offer opportunity for future growth 
and participation. Box 1782. 

CPA, AICPA, NYSSCPA, 15 years diversi- 
fied experience, seeks to become associated 
with overburdened practitioner or one 
planning retirement. Box 1783. 

CPA, desires office, preferably in midtown 
Manhattan, will share offices with other 
accountants. Box 1786. 

CPA, attorney, 29, married, Society award 
winner, 10 years accounting experience, 
proven ability, tact, personality, seeks asso- 
ciation with elderly or retiring practitioner. 
Box 1790. 

CPA, 33, 11 years experience in public ac- 
counting wishes to purchase either partner- 
ship interest, preferred, or practice in N. Y. 
area, substantial funds available. Box 1791. 
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e To effect expansion programs 
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COMMERCIAL CAPITAL CORPORATION 
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CHickering 4-3455 
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your clients hold earn its iat’ 


Suggest to the Landlords and Real Estate Agents among a rq 
your clients that they use a single Ninth Federal RENT . 
SECURITY Trust Account for all the security funds under their 

control. Then RENT SECURITY will “earn its keep’ -- PLUS! 

The share of each tenant will be insured to $10,000. by the 

Federal Savings & Loan Insurance Corporation. You, individually, 

or on behalf of a corporation (within a $10,000. limitation) 

are always welcome to use our many services. Drop 

in at any office and learn why NINTH FEDERAL 

is really the HOME OF SAVINGS + PLUS. 


NINTH FEDERAL sade, 
AND LOAN ASSOCIATION 


Manhattan — WI 7-9119. Hours: Monday thru Thursday 9-3; Friday 9-6 
1457 BROADWAY at Times Square, N. Y. 36 805 U. N. PLAZA at E. 45th St., 
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HOBSON MILLER — 


for Accountants and their Clients’ 





a one stop source... 








paper for offset and mimeo. a 


for duplicator, verifax and 
ozalid . . . and a complete 
envelope printing service .. . 


HOBSON MILLER 
PAPER CO., INC. 


280 LAFAYETTE ST. 
NEW YORK 12, N. y. | WOrth 6-0400 














Ask to see one of our paper specialists 
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TO REDUCE THE COST OF YOUR 
N. Y. DISABILITY INSURANCE 


e Investigate advantages of N. Y. State Society Sponsored Group 
Insurance Plan. There are now 518 firms with 4,607 employees 


under this Plan. 

e Notwithstanding six increases in statutory benefits since July 1, 
1950, the starting rate is still but $1.35 per month per em- 
ployee. This has always been reduced by year-end experience 
refunds. Refund July 1, 1959 was 20%. 

e For premium estimate and information on how to transfer to 
Society Plan on your next premium payment date communicate 
with 


HERBERT L. JAMISON & Co. 


Administrators of the Society’s Trusteed Insurance Plan 
270 MADISON AVENUE, NEW YORK 16 e MUrray Hili 9-1104 











ACCOUNTS RECEIVABLE 


LOANS 
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LOWEST RATES 
NON-NOTIFICATION 


Members of Assoc. Commercial Finance 
Companies, Inc. and New York Credit 
and Financial Management Assoc. 


Ser ving 


LA. 4-7661 Morton Jolles Your 
5 Clients 


SERVICE FACTORS CO. [een 





450 SEVENTH AVE. NEW YORK, N. Y. 





Directed by a Certified Public Accountant * Placements throughout U.S. and abroad in sm 
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Strict adherence to job specifications ¢ Thermo-Fax copies of resumes prepared 
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